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WEDNESDAY, NOVEMBER 20, 1957 


Unritep States SENATE, 
SreLtecr CoMMITTEE ON SMALL BusINEss, 
Denver, Colo. 

The committee met, pursuant to recess, at 10 a. m., in courtroom B, 
Post Office Building, Denver, Colo., Senator Alan Bible presiding. 

Present : Senator Alan Bible (presiding). 

Also present: William J. Erickson, counsel, and Wiley S. Messick, 
counsel. 

Senator Brste. Gentlemen, the committee meeting on small business 
will come to order. We are very happy to be here in Denver this 
morning. We are here to continue a series of hearings being held 
across the Nation in connection with the Senate Small Business 
Committee’s study of the impact of Federal taxation on small business, 

Five years ago, this committee made a similar study. After a series 
of hearings in 7 cities involving over 500 pages of testimony from 
129 witnesses, a report was filed with the Senate stating the unanimous 
findings and recommendations of the committee. Most of the recom- 
mendations of that report were subsequently written into law much to 
the benefit of the small-business economy. 

During the years since our last study, it has become increasingly 
clear that all is not well with the small-business men of this country. 
It is evident that many of the ills facing this segment of our economy 
are caused by the Federal tax system; therefore, we, on this commit- 
tee, feel it is once again time to consult directly with representatives 
of American small business. 

This study has a dual purpose. First, we hope to determine the 
extent to which the Federal tax system imposes an unfair burden on 
small business. Second, we want to have the benefit of the opinions 
and recommendations of the witnesses who appear on the different pro- 
posals made to relieve small business from any unfair burden which is 
found to exist. 

It is hoped that representatives of all types of small business may 
be heard during the course of this investigation. Members of profes- 
sional groups serving small business are also being asked to testify. 
Tn addition, many other businessmen will be granted permission to file 
written statements for inclusion in the committee’s record. From 
the testimony of all these people, the committee hopes to get a com- 
prehensive picture of the problems facing small business today which 
result from the Federal tax structure. 

At the end of this series of hearings, the 13 members of the com- 
mittee will work out a report giving the conclusions we have reached 
from a study of this mass of evidence and will prepare an omnibus 
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small-business tax-relief measure for introduction in the Senate early 
in January. 

I am pleased to introduce to those of you who are here in this room 
our staff members, Wiley Messick and Bill Erickson. This is the 10th 
of a series of 14 hearings which have been held throughout the United 
States, and I am particularly happy to have join us here in Denver, 
Colo., my very close and dear friend, the senior Senator from the State 
of Colorado, Gordon Allott, and I am at this time going to ask him 
if he won’t say a few words. 


STATEMENT OF HON. GORDON ALLOTT, UNITED STATES SENATOR 
FROM COLORADO 


Senator Auuorr. Thank you, Mr. Chairman. First of all, I want to 
welcome you to our great State of Colorado, having just come from 
your own. As one of the Senators in the United States Senate for 
whom I have a great amount of respect, I am very happy to have you 
here. 

Senator Bratz. I am very happy to be here, Gordon. 

Senator Atxorr. I would like to make a brief statement concerning 
the subject matter of these hearings—hearings which I believe are 
serving a most useful purpose in determining the areas in which small 
business needs the greatest amount of help and consideration. I want 
to congratulate you, Mr. Chairman, and the other members of this 
committee for the penetrating analysis which has been made of the 
tax problems of small business. We all are aware of the fact that 
a great many bills have been introduced in the 85th Congress which 
would provide tax relief to small business by one means or another. 
We all wit that during this coming session serious consideration will 
be given the many provisions in these bills by the appropriate com- 
mittees. 

I feel as you do, Mr. Chairman, that probably the most serious 
problem facing small business today is the need for more adequate 
financing so that our competitive economy can be maintained and 
strengthened. It is most essential that the incentive to continue inde- 
pendent enterprises be continued. 

Certainly this lack of financial resources has been detrimental to 
the efficient and well-managed small-business concern. For several 
years now such firms have found too little left after taxes to permit 
necessary investment in plant and equipment or for increased working 
capital to support the development of new products or entrance into 
new markets. It is inevitably true today that no small business can 
stand still. It must continually increase its competitive pressures; not 
to do so is to die. 

A heavy tax burden precludes small business from using the one 
source of funds which historically and economically has been the proper 
source for reinvestment capital, namely retained earnings. As we all 
know, small business has little or no access to the organized securities 
markets, so that additional equity capital must be obtained through 
local issues or through friends and relatives. A small-business con- 
cern should not have to look to commercial banks for long-term financ- 
ing and such credit should not have to be used for equity financing. 

It must be admitted, however, that when retained earnings cannot 
be used and when a firm must resort to credit then such sources for 
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borrowed funds must be adequate. 'To insure adequacy of credit the 
Congress established the Small Business Administration to supplement 
the activities of the local lending institution. I believe that SBA 
has been of considerable assistance in extending medium- and long- 
term credit to small business. 

But I would like to interpolate here to this extent, Mr. Chairman, 
that I know you are well aware as I am that there are Members of 
Congress who are very bitterly opposed to the continuance of the Small 
Business Administr ation, and it is my own personal opinion that be- 

cause of the present restrictions in the law, as well as the restrictive 
regniations issued by the Small Business Administration interpreting 
those laws, that the Small Business Administration is not able at the 
State level or at the local level to fully do the job which it was intended 
to do and which we would like to see done and which the small-business 
man needs to have done. 

It is most important, however, that small business be given relief 
from its tax burden to permit more adequate and proper financing. 
President Eisenhower has already proposed relief in 4 different areas, 
namely, accelerated depreci iation for purchases of used property not 
exceeding $50,000, small cor ‘porations be given the option of being 
taxed as partnerships, an option be permitted for paying the estate tax 
over a period of 10 years, and to permit an origina! investor to deduct, 
up to some maximum amount determined by Congress, from his 
income a loss realized on stock investment in such business. 

Other proposals have been submitted to the Congress, such as deduc- 
tions for reinvestment for growth and expansion purposes, and I want 
to emphasize this particular point, because in this day and age, when 
the small-business man must make his investments in capital expansion 
out of net earnings, and net earnings alone, and for all practical pur- 
poses is precluded from going into the new-security market, it seems 
to me that this offers one of the greatest and most practical areas in 
which the small-business man might be given relief by being provided 
a deduction with a limitation, of course, provided by Congress for 
reinvestment that is made in the growth and capital expansion of his 
premises and his business, 

An increase in the corporate surtax exemption, lower normal cor- 
porate tax rates, exemptions for goodwill in determining estate tax, 

various forms of graduated corporate tax rates, and many others. I 
believe it is the purpose of these hearings to secure testimony as to how 
small firms can best be given relief, in what areas, and to what degree. 
I think that when the graduated income tax was first passed it was 
really the contemplation of the writers of that that it would tend to 
curb large business and tend to help small business. Mr. Chairman, 
I really believe that the effect of the graduated income tax upon small 
business is one thing that should be seriously considered, because, in my 
very humble opinion, the graduated income tax today is acting exactly 
in reverse and penalizing the small man and enabling big business to 
crow, giving them an advantage that they have not had. 

I personally feel, however, as does the President, that so long as our 
Federal budget remains so large we are forced to look at tax changes 
which can be brought about only with a minimum loss in revenue. Re- 
cent international developments have certainly not lessened the pres- 
sure pe an expanding Federal budget. But the sputniks have made 
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even more important the necessity for a better break for small business 
as an essential basis of the sound progressive economy for this country. 
More briefly, our national security depends just as much on a sound 
economy as on a sound military posture. We cannot have that sound 
economy nationally without a prospering small-business segment. 

We must also keep in mind that inflationary pressures have already 
hurt small business through higher cost of materials and components, 
higher wages, higher marketing costs, and so forth. The decision, 
therefore, must be made by this committee, and then by Congress, 
how, with a minimum loss in revenue, small business can be afforded 
vitally necessary tax relief and more equitable tax treatment under 
the law. 

Thank you, Mr. Chairman, for this opportunity to be with you, and 
I would like to say at this time I will be with you all morning, but 
due to long-standing commitments and engagements I have to leave 
after lunch for meetings in other parts of the State. 

Senator Bratz. Thank you very much, Senator Allott, for a very 
able, helpful, and worthwhile statement. I certainly recognize the 
commitments under which you work, and certainly feel free to leave 
at any time that you desire. You are welcome to stay, of course, 
just as long as you want to. We recognize the contributions you are 
making in this particular field of small business. 

Now, I do regret to announce that Senator Andy Schoeppel of 
Kansas was unavoidably detained in Washington, and I received a 
telegram from him last evening expressing his regret in being unable 
to be here. He has been a very active member of the Small Business 
. Committee of the Senate and had hoped to be here today as well as in 
Wichita, Kans., on day after tomorrow, but he had to miss the Colo- 
rado meeting. I know he extends his regrets at his inability to be here. 

Now, we have Mayor Nicholson represented through George Kelly. 
We will be very happy to hear from you, Mr. Kelly. 


STATEMENT OF GEORGE KELLY, REPRESENTING HON. WILL F. 
NICHOLSON, MAYOR OF DENVER, COLO. 


Mr. Ketxy. I won’t even bother to take the chair, Senator, but on 
behalf of Mayor Nicholson and the people of Denver I want to extend 
to you and to your assistants a very warm welcome to Denver. That 
warm welcome comes from our heart. The weather we can’t control. 

I believe, Senator, you were here for the American Mining Congress, 
and at that time you received a Denver dollar. Since this is the 
Small Business Committee hearing I thought it would be appropriate 
if we gave you a Denver dime today. 

Senator bisiz. Thank you very much. 

Mr. Ketiy. We have no testimony to present. We feel that the 
very capable businessmen and attorneys se will testify for business 
in this area will do more than an adequate job. All I would like to 
do is say thanks for coming, and we hope you enjoy yourself while you 
are here and that your sessions prove sea taolew cal educational to us. 


Senator Brete. Thank you, Mr. Kelly. Do we have any Congress- 
men here this morning? Ithink not. Idonotseeany. But if they 
come in, we will welcome their participation. 

Harry Baum, of the Noreen Products, Inc., of Denver, is our first 
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witness. Would you please come forward, Mr. Baum? Identify 
yourself for the purpose of the record. 


STATEMENT OF HARRY L. BAUM, JR., NOREEN PRODUCTS, INC., 
DENVER, COLO. 


Mr. Baum. My name is Harry L. Baum, B-a-u-m, Harry L. Baum, 
Jr., and my residence is 500 Fairfax Street, my home that is, in Denver, 
and my office address is 450 Lincoln Street, also in Denver. 

Senator Bratz. Would you tell us something about your company ? 
What is Noreen Products, Inc.? Perhaps you explain that to us in 
your prepared statement. 

Mr. Baum. No, there is no reference to these businesses in here. 

Senator Bratz. Would you identify Noreen Products, Inc. ? 

Mr. Baum. The present name of the firm is Noreen, Inc. Noreen, 
Inc., is a national distributor of a cosmetic item called Noreen color 
hair rinse. It is one of numerous businesses, most of them small, with 
which I am associated in some way or another. 

Senator Brste. Noreen, Inc., is how large? It is how large a cor- 
poration ? 

Mr. Baum. The sales will run $1,100,000 a year. 

Senator Brste. How many employees? 

Mr. Baum. I guess around 40 or thereabouts plus about 100 sales- 
men that sell our products on a straight commission basis and there- 
fore technically not employees. 

Senator Brste. Thank you. You may proceed. 

Mr. Baum. I have been asked to prepare a statement of my views 
of the impact of the Federal tax structure on small business to the 
Select Committee on Small Business of the United States Senate. I 
believe the Federal tax structure has an impact on all business, regard- 
less of size or type; I further believe that this impact is different on 
a small business than it is on a larger business, or on fiduciaries, insur- 
ance companies, or utilities. 

I should first like to suggest that the different manner in which an 
individual and a corporation is taxed has led to the formation of many 
small, closely held corporations, solely for tax purposes. I have heard 
it said that there are 4,800,000 enterprises in the United States, and I 
am sure that in the overwhelming majority of these enterprises owner- 
ship is vested in a very small group of individuals, perhaps 1 or 2 in 
the same family. At times, I will be talking about small, close cor- 
portaions; at other times, about sole proprietorships or partnerships. 

Sir, may I ask a question of you? 

Senator Brete. Certainly. 

Mr. Baum. This statement runs about 11 pages long. 

Senator Breve. It may be understood that the statement will be 
incorporated in full in the record, and I think possibly in the interests 
of time you might prefer just to highlight the main points of your 
statement. 

Mr. Baum. Thank you. That was my question. The first point I 
made, excuse me, the first thing I tried to do in this was to distinguish 
the difference in impact of this tax system on a small or a large busi- 
ness, and I followed that with a few examples, I mean with a specific 
discussion of the point in the memorandum for witnesses. So, if I 
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may, first, I would like to hit these. I think there were four major 
differences. 

Senator Brste. Certainly. Proceed in your own way. 

Mr. Baum. The first thing I think has to do with the forced distri- 
bution, as it were, of earned surplus over—lI believe it is $60,000. I 
think that there are two different problems here: In the first place, a 
large corporation publicly held expects to pay dividends. It rents 
money, as it were, from its stockholders. Many small corporations 
do not, are not widely held. They are not public corporations. The 
stockholders in general constitute the management, or the employees 
are numbered amonst them, and their compensation comes from the 
business in exchange for their services. 

Now, the requirement of the Revenue Department that you can have 
up to $60,000 in excess of working capital more or less but that any- 
thing over that may be subject to distribution of dividends does not 
disturb a large corporation, because it expects to pay dividends any- 
how. But for a small business this seems to me as a sort of an un- 
reasonable restriction. Just as an example, we are negotiating with a 
a foreign firm for distribution rights to a product which we think 
offers some potential in the United States. Now, there are two other 
corportions being considered that I know of. There may be more, 
but Mr. Steager told me or implied two, and I sort of figured out who 
they were. One of those businesses has a volume of about 60 times, 
about $60 million a year as compared to Noreen’s. The other has a 
volume of about $40 million a year. 

Now, in my experience in the sale of cosmetics through drugstores 
and department stores in this country I know as a matter of sort of 
off-the-cuff that we can get distribution in about 90 days and it would 
cost us, not us, but almost any firm about $200,000. You would need 
about $100,000 for initial advertising, about $30,000 for the remu- 
neration of a sales force, and about $60,000 more or less for the crea- 
tion of an initial inventory . 

Now, for these two other large firms to sift a couple of hundred 
thousand dollars out of a cash flow of 40 to 60 million dialiews a year is 
not a serious problem, but for a small business doing perhaps a million 
dollars a year to sift out $200,000 is a horse of a different wheelbase. 
This means that we have to either spend 2 or 3 or 4 years to accumu- 
late this sum of money, and it really takes about this much to launch 
a new product, or we have to do it over a long period of time. Now, 
if we are successful in securing the rights for this product, it will take 
us about 2 to 214 years to get national distribution, not because we 
don’t have a good sales force. As far as our sales force is concerned 
we can get it in about 90 days, because the boys hit their terriitories 
once in 90 days. But we don’t have the money to do it. We have to 
go very slowly. 

In dealing with these people over there I have told them, very 
frankly that, if they go with either of these two larger firms, they can 
get immediate distribution: if they go with us, it will take a much 
longer period of time but that there are certain other advantages per- 
haps in working with a small firm like ourselves. And if I could 
speak sort of informally, the one major advantage I had was that I 
would be willing to pay a higher nepali: They don’t know that, and 
T hope they don’t find out for obvious reasons. 
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Now, the second point of impact has to do with some, I suppose it 
is a semantic problem. The statutes and regulation under which the 
Internal Revenue operate state that certain expenses can be deducted, 
but these statements are qualified by words like “ ‘proper and reason- 
able” and “appropriate,” and so on. These words are sometimes 
rather hard to define, and I think they may lead to peculiar situations 
that the salary of a shareholder of a small corporation really repre- 
sents part salary and part dividends. The amount that is considered 
tax deductible and the amount that is considered a dividend and non- 

tax-deductible appears to be at the discretion of the revenue agent. 

I suppose that the standards used are salaries paid in very large 
corporations on the basis, if one man is running a $100 million corpora- 
tion and earns $100,000 a year and somebody else is running a corpora- 
tion that does a million dollars a year, they should be paid $1,000 or 
one of these proportions. Maybe this is a little ridiculous, this illus- 
tration, but I think it serves a point. But I wonder if this is very 
realistic. I know men, one of my good friends is the president of one 
of the big divisions of a large corporation, and I know Tom has a big 
staff. He has a lot of people to get his job done. In our business I do 
not have a lot of people to get the job done. I have to do a lot 
of it myself. This means I have to put in more hours than do my 
conferees in a larger business that can afford more help. 

If the head of a very large business makes an error, generally the 
larger business has enough resources and enough resiliency to live 
through the error, but I ‘think the impact of an error in judgment 
on the business, that is, on a small business, might be much, much, 
much more serious. I think, therefore, his responsibility is propor- 
tionately higher than it is in the larger firm. I could express it in 
another way by saying the responsibility i in a large business is more 
diluted, it is more divided, it is not all concentrated on 1 or 2 or 3 
people. 

In addition, I question whether or not anyone has a right to 
question the compensation that a man receives from his business 
whether it is a proprietorship or whether it is a corporation, es- 
pecially in the case of a corporation. I think that is up to the board 
or it is up to the stockholders. It is up to whoever owns the business. 

In family businesses I think sometimes this can create problems. 
I ran across one of them, if you would be interested in hearing it, a 
couple of years ago. There were three of these people that had 
started a business. At the end of about 10 years one of them, who 
had been earning around $16,000 a year and serving as secretary of 
the corporation and in addition to that an active member of the 
management, went into semiretirement, his hours were reduced, and 
by mutual consent of all three of them this person’s salary was cut to 
$12,000. Now, a year or so later when the tax return was checked 
by the Revenue Service one of those fellows over there had the feeling 
that $12,000 was unreasonable compensation. So, as a result of sort 
of negotiating back and forth they finally agreed that the salary 
should be $6,000. So they met, and this f fairly semiretired per- 
son’s salary was reduced to $6,000, again by mutual consent. Now, 
speaking perhaps from a philosophical point of view I don’t think 
that’s right, because, if the arrangement was satisfactory to these peo- 
ple and if this person was ms iking a fair contribution to the business, 
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and only operators of the business and in the business are in position 
to judge that, I think they should have been able to pay him six or 
eight or ten or sixteen thousand dollars or whatever they thought he 
was worth in their view. 

The third point gets involved with this business of collecting with- 
holding taxes and some of the other services which a business per- 
forms for State or municipal or the Federal government. I do not 
think in the case of a large corporation this is such a problem, be- 
cause, since it is one of their avowed purposes to pay dividends, they 
must have an apparatus for the distribution of dividend checks, and 
I am informed by our accounting department that this same kind of 
apparatus could very easily be adopted for the collection of these 
various taxes which we are required to do. In a small business like 
ourselves we cannot do that. We have to have a separate group of 
people around to take care of these details. 

Now, I asked our bookkeeper when I was struggling with this 
business about how much money or how much time he felt we spent 
in the collection of these various taxes, and Walter told me that it 
takes about one person full-time to take care of all these various 
things. In terms of money they mention roughly $300 a month. 
Now, about 40 percent of this money is represented by Federal taxes 
that we would have paid if we didn’t have the expense. So, it is not 
entirely a loss. But in the case of a very large company the 30 per- 
cent on the first $25,000 and 52 percent on the next $10 million means 
that their average tax is pretty close to 52 percent, so, they are de- 
ducting the same cost at about 52 percent, maybe 51.8 or 51.9, some- 
thing very close to that, whereas, in the case of a smaller business 
like ourselves with earnings of maybe forty or fifty thousand dollars 
a year our average tax is about 40 percent. So, I wondered, and I 
know this may be a little difficult to administer, but could not it be 
arranged for a small business to be able to deduct this kind of an ex- 
pense at the same rate as does a larger business ? 

Senator Brste. I think the pour you make is one we have heard in 
many, many of our hearings throughout the country—the cost to the 
small-business man in making these withholdings and serving as an 
agent of the Government in fact in various types of taxes. Now, 
exactly how to arrive at a fair formula is something I frankly do not 
know. I think it is something that our technicians should take a look 
at. It is one point that we constantly hear from the small-business 
man, and I am sure there must be some realistic answer to it. Thank 
you, Mr. Baum. 

Mr. Baum. Yes, sir. The fourth point is, it rather relates to this 
first point about this matter of the amount of money that can be 
retained in a corporation without a forced distribution, and it relates 
to growth capital within the business. The ability of a small business 
to grow is a function of the size—I am thinking in terms of a retail- 
wholesale business; I happen to be mixed up in that too—a function 
of the size and diversity of inventory which the business has available 
to its customers. I cite the example of a small retail dealer who is in 
the nuts and bolts and saw business. If that fellow can add a line 
of garden equipment, this gives him a chance to grow, and out of that 
growth comes another line, I don’t know what. If this fellow can’t 
get the money, can’t have the capital to invest in that inventory, 
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obviously he cannot grow. The large business generally is able to 
adequately service its business, because it already has a diverse and a 
fairly complete inventory. There is one problem you see. I can 
always gamble by building my inventories, tie up “4 cash in inventory 
in the physicians’ and surgeons’ supply company, but I know I have 
to keep a certain cash pad because I have got to lay out this year in that 
division; we will have to pay about $15,000 in income taxes if its earn- 
ings continue with the current rate for the rest of the year, and that 
is 15 grand that has to be absolutely sterilized if I tie that up in inven- 
tory; and I have to have money; I have to go to the bank and borrow 
it, which I hate to do, or else I have to liquidate enough of that inven- 
tory to have the cash to pay those taxes, and this means losses in more 
ways than one, because you may liquidate, we may decide this particu- 
lar brand or type of suture is not selling well, let’s liquidate that. We 
do it, and the first thing we know we get an order from Denver 
General for that stock and we lose that to a competitor or we may lose 
some other associated business. 

Senator Brste. Have you a solution for that particular problem ? 

Mr. Baum. That ties back in with this business of letting a business 
accumulate a pool of capital that it can use on the occasions when it 
needs it. I didn’t cite this example, but we have a small company that 
manufactures various kinds of cosmetics, and up until a year and a 
half ago we had a murderous problem in this business, because about 
twice a year and no specific period and for no apparent reason this 
company would be completely out of cash. It just simply could not 
have any reason at all. Also, its inventory would be in a mess. In 
order to solve that problem I initiated an operations research study 
which cost us about $3,000 to get this thing sorted out so we could keep 
our cash and our inventory in relation. Well, this worked, but it 
would have been a lot simpler if I had been able to accumulate a fairly 
healthy pool of capital to feed in, to dump in when the company needed 
it and to pull back when the company didn’t need it. Maybe this pro- 
gram gives us better management, so, perhaps this is a side benefit. 

There was a question in the memorandum for witnesses, “Is tax 
relief necessary,” and frankly, I scratched my head a long time on 
this, because I didn’t want to give a sort of selfish anwer, just the 
automatic “Yes,” because maybe tax relief isn’t necessary. Maybe the 
Federal Government needs these revenues for the services which people 
demand for its work overseas and all the rest of the foreign business or 
the community, the individuals in this country needed. But I finally 
came to the conclusion that I could give an honest and sincere and 
objective “Yes” without equivocation for all sizes and all kinds of 
business. 

I have some very strong feelings in this area. I feel from a philo- 
sophical point of view that the economic strength of this Nation is in 
a dynamic economic system complete with rewards and punishments. 
I have had my fingers slapped a few times in business, and this is as 
much a motivating force to me as is opportunity to have a secure 
future to earn a good salary and so forth. I think the significant word 
is “dynamic” which obviously means positive movement. I think that 
intelligent tax relief, which does not sort of inhibit the flow of funds 
needed by the government, State, Federal, and local, will contribute 
to the internal kinetics of our economic complex and that the amount 
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of dollars collected by the Treasury Department which is, after all, 
what they need, will be greater even though the percentage points may 
be smaller. 

As to big business I think this tax relief must be fairly given. I 
think relief for big business indirectly would help small business, be- 
cause many small businesses have only one customer, and that is very 
large business. I know a company that makes clocks which are e sold 
to the biggest automobile manufacturer in the business, and this man’s 
business fluctuates according to the number of automobiles this manu- 
facturer sells, and, if something can be done to help it sell more auto- 
mobiles, my friend sells more clocks. I think that tax relief should 
take the form of a great reduction for all business. I believe that small 
business requires special relief but not in terms necessarily of dollars 
or rates. I think it is a matter of eliminating technical or legal or 
accounting points which make the small business operate in a form that 
it really should not operate in like the one-man corporation or having 
staff that exists only to see that he doesn’t fall into these mantraps that 
he is not enough a specialist to be aware of. It is these kinds of things 
that I think small business needs help in. I really feel very proud 
of the fact that I am able to pay tax at the same rate as General Motors. 
It makes me feel a little more important. Now, 1am afraid Lam taking 
too long. 

Senator Brstz. You might highlight the last point you have. 

Mr. Baum. I think point 1 is so obvious as to require no comment. 
As to point 2 to permit partnerships and proprietorships to elect to be 
taxed as corporations, I have indicated earlier that I think there are 
numerous small corporations which really are in form for tax pur- 
poses. I think in general that I favor this very much for obvious 
reasons. Point 3, to permit the use of alternative methods of deprecia- 
tion provided by section 167 of the 1954 Code for used property, I think 
this was a provision that backfired. I seem to have recalled that busi- 
ness was a little like this [pointing down] in 1952-53 when I suppose 
the 1954 Code was being worked out by the Treasury Department, 
and I suspect that this provision was intended to encourage the acqui- 
sition of new machinery rather than secondhand machinery in order 
to kind of help out that segment of our industry. This has the effect 
of drying up the market for used machinery which makes it difficult 
for a small business to buy new machinery. Does this thing work? 

Senator Breir. There seems to be quite a unanimity of opinion on 
that point of depreciation going to used or secondhand machinery. 

Mr. Baum. As to point 4, to prevent a proprietor of an unincor- 
porated business to be treated as an employee under a qualified pension, 
et cetera, my only point in this is that I think, if that is done, this will 
encourage the old guy to step aside and let younger, more aggressive 
management step in which can perhaps provide a sounder grow vth pat- 
tern for smaller businesses, because the old fellow has something to 
eat, he can put it aside, and he doesn’t have to worry about the business. 

I think any sliding scale of tax rates applied to a business enterprise 
whether it is a corporation, a sole proprietorship, and regardless of 
size, is self-defeating. I do not think you can have a dynamic expan- 
sion with the privilege of paying out a progressively greater amount 
of earnings in the form of increasingly higher taxes. I can go into 
some details on this which I will not do because we have some business 
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interests in Europe, and I have seen the impact of this sort of thing 
in France and England especially, and it is very threatening. 

I wondered why the 30-percent rate was aimed at $25,000 a year— 
why not $30,000 or $15,000 or $100,000? Is there anything magic 
about this 25 or should there even be any graduation in this? 

oing through some involved arithmetic, and I am sure it is not ri it 
ae ‘ause I am not an arithmetician, I discovered to my own satisfac- 
tion at least that an average tax rate of 33 percent assessed against all 
business would provide the same dollars of revenue as the present 30- 
and 52-percent business does. Maybe as a small-business man running, 
well, we have got a company that runs twenty-five to thirty thousand 
dollars a year, and, if my tax rate were raised from 30 to 33 percent, 
which is 10-percent increase, I might reasonably complain about that. 
If, on the other hand, you could tie this in with a change in the rules 
governing deduction for capital equipment, this might serve to amelio- 

rate some of these wounds. For ex: umple, we in our factory operation, 
we just cannot afford sometimes to buy a piece of machinery. We just 
bought a complicated air-cleaning system to keep dye particles out of 
the air, and we would be required to depreciate that thing over about 
a 10-year period. We cannot pay for that over a 10-year ‘period. We 
have got to pay for that right now. We didn’t do that. We leased it. 
The leasing will add about 30 percent to the cost of this equipment 
over a per iod of time. If we had been able to deduct that whole thing 
in 1 year, and that isn’t going to change the amount of money that 
the Government gets in taxes over a 10- year period or a 5-year period 
at all or whatever the de preciation base is, we probably w ould not have 
been up against that leasing problem. 

Also, one sometimes gets involved in arguments with the Revenue 
Service as to whether a ‘thing done to a building is a capital improve- 
ment or a repair. This is, I do not think these things should happen, 
because I do not think they are very important. They are never 
major issues. As to point 6 I have no comment. As to point 7 to 
permit deduction for additional investment during the taxable year 
I think Senator Allott has already covered that in his comments. I 
cited an example in there in our experience which serves to illustrate 
the point, but I do not think it is necessary to belabor it. As to points 

8 and 9 I have covered them by implication earlier. 

I have a couple of brief comments, closing comments which boil 
down to the fact that the free-enterprise system as it functions in the 
United States is unique, and I believe this system which over a pe- 
riod of many, many, many years has proven its viability, flexibility, 
and ability to cope with changing social and cultural conditions should 
be encouraged positively, and I am convinced although I can’t prove 
it that the number of dollars which the Government can collect would 
be greater in total if there was a lower rate charged. I just have the 
fee ling that our economy would accelerate to an extent that there 
would be faster turnover and more money fr — a smaller business per- 
centagewise. I believe that is all I have. I do not like to take too 
much time. 

Senator Brate. Mr. Baum, I certainly want to compliment you on 
a very thorough and detailed analysis of this problem. It is apparent 
to the Chair that you have spent "plenty of time on this, and I think 
you have done an excellent job and given the committee considerable 
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that is worthwhile. I would be very happy to have Senator Allott 
ask any questions if he would care to. 

Senator Axxorr. I do not have any questions, Mr. Chairman. I 
want to make the same statement, I think Mr. Baum has done a very 
fine job and contributed a great deal to this. I am very interested in 
his statement about the across-the-base 3314 tax proposition. It has 
some practical limitations in that those small businesses, and there 
are a great many of them, who are not paying 3314 percent tax, would 
then feel that they have been taken especially, I am talking about 
businesses in the nonincorporated area. What would you do with 
them ? 

Mr. Baum. Mr. Senator, I recognized when I put that thing in 
there I was kind of leading with my chin. 

Senator Atxrorr. They would come back and say, “It is the little 
guy that gets it again.” 

Mr. Baum. I wonder if that is really so. Are there really, these 
83 or 84 percent of the businesses which are sole proprietorships, are 
those fellows actually paying around 33 percent on the combination of 
30 and 52? This is factual data. I just plain don’t have it at my 
fingertips. There is another question. Are those fellows all going 
to stay small? Don’t they have an ambition, a drive to get bigger, 
to increase their volume, to build their net worth, to increase their 
earnings so that perhaps, if they are at 30 percent now 15 years from 
now they would be mostly in the 52 bracket? They would certainly be 
ahead if they were soaked a little bit more with an incentive to grow. 
I think, it is hard for me to explain, but it seems to me that this 52 
percent business can serve as a damper on the growth. I know some 
people that are congenitally opposed to paying taxes, and they won’t 
grow because they don’t want to pay in the 52-percent bracket. I 
think it is silly, but they feel that way. 

Also, I think, if you tie this thing in with change in depreciation, 
that might take some of the sting out of this. 

Senator Atxorr. I understood that part of it. I particularly 
wanted to thank you, because I think this is a very fine and con- 
structive statement. 

Mr. Baum. Thank you, sir. 

Senator Brstz. Thank you, Mr. Baum. 

(Mr. Harry L. Baum’s complete statement is as follows :) 

I have been asked to prepare a statement of my views of the impact of the 
Federal tax structure on small business to the Select Committee on Small Busi- 
ness of the United States Senate. I believe the Federal tax structure has an 
impact on all business, regardless of size or type; I further believe that this 
impact is different on a small business than it is on a larger business, or on 
fiduciaries, insurance companies, or utilities. 

I should first like to suggest that the different manner in which an individual 
and a corporation is taxed has led to the formation of many small, closely held 
corporations, solely for tax purposes. I have heard it said that there are 
4,800,000 enterprises in the United States, and I am sure that in the over- 
whelming majority of these enterprises, ownerships are vested in a very small 
group of individuals, perhaps 1 or 2 in the same family. At times, I will be 
talking about small, close corporations; at other times, about sole proprietorships 
or partnerships. 

(1) In a large enterprise, public ownership is the rule rather than the excep- 
tion. The management of a large corporation is using the savings of thousands 
of investors in the conduct of the enterprise, and they fully expect to pay 


dividends as a part of the cost of buying the use of the savings of their stock- 
holders. In the case of a small, close corporation, the owners are generally its 
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management, and derive their income as salary rather than dividends. In other 
words, it is the avowed purpose of a large corporation to pay dividends to its 
numerous stockholders. I do not believe the same can be said of a small close 
corporation, Therefore, the current statutory provision that a corporation can 
be required to distribute earned surplus in excess of $60,000 as dividends, unless 
it can show that the amount in excess of $60,000 is absolutely vital to the con- 
duct of the business, works a hardship on a small corporation, not only because 
the burden of proof of necessity is on the management, but also because of the 
loss of the money. For a large business, $60,000 is not a significant sum. Fora 
small business, $60,000 is most important. 

Here is an example: We are presently negotiating with a firm in Germany 
for distribution rights to a product which we think offers some potential on the 
United States market. There are also two other firms being considered and, 
as far as I know, they have a volume of about 60 and 45 times the size of ours 
respectively. In order to get national distribution on this particular item within 
90 days, one would need about $100,000 for initial advertising efforts, about 
$30,000 for the remuneration of a sales force, and about $60,000 for the creation 
of an initial inventory. I feel pretty certain that these larger firms would have 
no trouble sifting $200,000 from their cash flow; it would take our small business 
a long time to accumulate this sum, even without paying dividends. The minute 
we get any considerable sum in excess of $60,000, we would then, have to face 
the possibility of paying dividends, which would extend the time necessary 
to accumulate this necessary sum. Sure, we could gamble on the success of the 
item, but if it flops, we would be ruined because the bulk of the launching costs 
are for nonrecoverable selling and advertising expenses. So, in negotiating with 
my friends in Germany, I have had to point out to them that while a big firm 
could get distribution in 90 days, and it would take us about 2 years, there 
were certain advantages we offered. I do not understand why a decision as to 
the amount of earned surplus which a corporation can retain should be made 
by anyone but its directors because only the management can be fully aware of 
the long- and short-range requirements of an enterprise. After all, the objective 
of the management in a small enterprise is to keep the thing growing and 
expanding; otherwise they may have a problem in paying their grocery bill. 
If dividends were deductible, I have the feeling that dividend payments by 
corporations of all sizes would grow, and the Federal Treasury would be the 
beneficiary as a result of an increase in individual income-tax collections. I 
suggest that this policy would tend to encourage the development of source 
money to help solve the problem of available equity capital, which is very serious 
for a small firm. 

(2) The statutes and regulations under which the Internal Revenue Service 
operates state that certain expenses can be deducted. These statements are 
qualified by words like “proper,” “reasonable,” “appropriate,” ete. These words 
are very hard to define, and they sometimes lead to the peculiar situation of 
the Internal Revenue Service stating that the salary of a shareholder employee 
of a small corporation really represents part salary and part dividend. The 
amount that is considered salary and, hence, tax deductible, and the amount 
that is considered a dividend and, hence, nontax deductible, appears to be at 
the discretion of the Revenue Service. I suppose that the standards used are 
salaries paid in very large corporations, more or less on the basis that if Mr. X 
is president of a corporation doing $100 million a year in volume, and is worth 
$100,000 in salary, then Mr. Y, president of a corporation doing $1 million a 
year is worth $1,000. I will admit that this is a ridiculous example, but it 
illustrates the principle. What seems to be overlooked is that the president of 
the $100 million corporation can afford the luxury of a staff to help him do a 
great deal of his work, while the president of the $1 million corporation has to 
do most of the work himself. This means that Mr. X can put in a 40- or 50-hour 
week, but Mr. Y has to put in a 60- or 70-hour week. 

In addition, the impact of Mr. Y’s decisions on his small company can be much 
more serious because a smaller enterprise generally lacks the resilience of a 
large enterprise to recover from a bad decision. The anomaly is that our general 
economy is infinitely more dependent upon the small enterprise than the large 
enterprise, on the basis of numbers alone, plus the fact that today’s big business 
was day-before-yesterday’s small business. If the small businesses do not have 
a healthy atmosphere for survival, we lose the seed from which larger enter- 
prises develop. There is also a serious moral factor implicit in this preferred 
dividend theory. Let us assume that there is a small corporation with three 
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shareholder executives, only one of which, unfortunately, can be president. Let 
us further assume that the president’s salary is $25,000 a year, and the salary 
of the other 2 executives is $15,000 a year. This arrangement is eminently 
satisfactory to the three people concerned, but the Revenue Service takes the 
attitude that the $10,000 differential which the president gets is a preferred 
dividend and, therefore, not deductible. The mere fact that the Government 
states that Mr. A got a dividend when associates B and C didn’t, might create 
a very serious tension among these three people. This could be particularly 
true in a family business when the family relationship tends to create tensions 
which might not be present in another situation. 

As an example, I am aware of a situation in a small enterprise, as follows: 
This business was started by three people, and they constituted the manage- 
ment. One of these people served as secretary of the corporation at a salary 
of about $16,000 a year. At the expiration of about 10 years, this person went 
into semiretirement. When this happened, by mutual consent, his salary was 
reduced to $12,000. A year or two later, this situation came to the attention of 
the Internal Revenue Service, and the Revenue Service, as I understand the 
story, held that $6,000 of the $12,000 was really a disguised dividend, and this 
person, who still served as secretary of the corporation, was entitled to a salary 
of $6,000 a year. Whereupon, again by mutual consent, the 3 people agreed to 
a salary of $6,000 a year. This meant that this older person’s income was 
arbitrarily halved. How in the world the figure of $6,000 was conceived, I have 
no idea. This enterprise had taxable earnings of about $50,000 which meant 
that it could add about $30,000 a year to earned surplus after taxes. If $6,000 
of this person’s $12,000 had to come out of the $30,000 as a dividend, ability to 
add necessary capital for the needs of an expanding business would be reduced 
by 20 percent. Maybe my arithmetic is a little weak, but the principle is self- 
evident. 

(3) Every enterprise, regardless of size, is responsible for collecting withhold- 
ing taxes from its employees. In the case of a large corporation with many 
shareholders, there must be a corporate apparatus for the distribution of divi- 
dend checks. Also, a large corporation has a sufficient volume of transactions 
to be able to afford the advantage of the cost reduction implied in the use of semi- 
automatic bookkeeping machinery. It is still done by Chinese labor. Our audit- 
ing department tells me that it takes approximately one person full time to take 
care of tax collections. In terms of money, this means about $300 a month. It 
is true that about 40 percent of this money is represented by Federal taxes we 
would have paid if we didn’t have the expense. In the case of a large company, 
the average tax on their total income, including 30 percent on the first $25,000 
and 52 percent on perhaps the next million, closely approaches 52 percent, so 
they deduct the cost of this function at a higher rate. This works out as an 
actual inequity. Would it be possible for the small corporation to have the 
benefit of deducting collectiou costs at the full 52-percent rate instead of at the 
rate of, say, 42 percent, which is the actual rate paid on $50,000? In other words, 
on the $3,600 which we spend for the collection of taxes, could it be arranged 
so that 48 percent comes out of the corporate hide instead of 58 percent? 

(4) Assuming reasonably good management, it has been my experience that 
the amount of profits a business earns is proportional to the number of times it 
turns its inventory, at the same time maintaining a 1-to-1 ratio between inventory 
and net working capital. The ability of a small business to grow is a function 
of the size and diversity of inventory which that business has available to its 
customers. A small hardware retailer grows when it can add gardening tools 
and supplies to its line. To siphon off cash which could be intelligently placed 
in growth inventory, with the corollary of a higher inventory turn, better earn- 
ings, and, consequently, more taxable income, seems to me to be shortsighted. 
The large business generally is able to adequately service its customers from its 
already diverse and large inventory. The small business is. in a sense, trapped, 
because it cannot increase its inventory turn as a result of higher store traffic 
unless it adds “just a few more lines” to encourage more people to visit the store. 
Unfortunately, it can’t get the money to add those few more lines except from 
after-tax earnings. If the business gambles by investing cash which may be 
needed to pay income taxes, it may be forced to liquidate some portion of its 
inventory in a period of 90 days, and in the process of liquidation the business 
is apt to be out of inventory on so many fast movers that it cannot provide 
customers with their needs, and the business suffers. 

A consideration of the above four points leads to the question, “Is tax relief 
necessary?” To this, I give an unequivocal “yes,” and for all sizes and kinds of 
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business. Speaking philosophically, the economic strength of this Nation is in a 
dynamic entrepreneurial economic system, complete with rewards and punish- 
ments, operating on abundant natural resources. The significant word is ‘“dy- 
namic.” This means positive movement. I believe that intelligent tax relief will 
contribute to the internal kinetics of this vast complex, and that the amount of 
dollars collected by the Treasury Department will be greater even though the 
percentage points are smaller. As to big business, I think that tax relief must 
be fairly given; relief for big business would indirectly help small business, be- 
cause many small businesses are entirely dependent upon a big business as their 
best or only customer as, for example, the relatively small manufacturer who 
supplies dashboard clocks to a motor company. If tax relief for the motor com- 
pany can help to sell more automobiles, the clock manufacturer will necessarily 
sell more clocks. 

In my judgment, I think that tax relief should take the form of a reduction in 
rates for all business, with certain kinds of special relief for small business in 
the area of eliminating technical legal accounting points which are more costly 
to a small business than to a large business, or which force on the small business 
artificial policies which are required in order to be in technical compliance with 
the tax code, and which policies do not necessarily provide the proper atmosphere 
for the conduct of a small business. 

In the ‘Memorandum for witnesses” which I was given when I was invited to 
appear before you, there are nine specific possibilities for small-business tax 
relief. 

As to point 1—to permit estate taxes to be paid in installments over a period of 
years—the advantages of this to a small business are so obvious that they do not 
need to be enumerated. As a matter of fact, it is my understanding that ar- 
rangements can be made with a local collector of revenue for estate taxes to be 
spread out, but the decision is at the discretion of the collector. I think that this 
should be upon the election of the administrator of the estate, not the local col- 
lector. I don’t think it should make any difference to the Government, because 
it will get the money one way or another. I can foresee that a certain collector 
may be so busy as to not be able to properly consider all the data, and he may 
not permit this sort of thing, which means that a business is bankrupt or must be 
sold to pay the tax. It may be that the administrator of the estate in which the 
business is the major asset cannot afford competent professional tax counsel, and 
does not know that these arrangements can now be made. 

As to point 2—to permit partnerships and proprietorships to elect to be taxed 
as corporations—I have indicated earlier that I feel that there are numerous 
small corporations which have been born primarily for tax reasons. To me, 
it is unrealistic in the extreme that a corporation should have one stockholder, 
to go through the motions of a functioning corporation with the attendant expense 
and diversion of effort and interest of the owner-manager simply to have the 
advantage of a lower tax rate. I favor this move with the stipulation that the 
election be free so that the taxpayer is not trapped. He should have the privilege 
of reporting his taxes either on the corporate basis or the individual basis, 
whichever is the most advantageous to his particular situation. While I am on 
the subject of small enterprises that go through the charade of being a corpora- 
tion, it occurs to me that of the 4,800,000 enterprises in the United States, the 
majority are so small that they either cannot afford the help of a qualified tax 
CPA, or it never occurs to them to secure these services. This must throw a 
terrific burden on the people in the Revenue Service because I suspect that many 
returns personally prepared by the entrepreneur have real errors in them—errors 
which range from a lack of understanding of the code down to simple errors in 
arithmetic. Would it be possible to allow the small business to deduct at the 
52-percent rate the cost of professional advice? The very large business can 
afford high-caliber specialists, and because its earnings are big, deducts these 
costs at the 52-percent rate. Wouldn’t it be very helpful to the Revenue Service 
to encourage the use of certified public accountants by small business in order 
to lift some of the burden of correcting honest errors from the shoulders of the 
agents? 

As to point 3—to permit the use of alternative methods of depreciation pro- 
vided by section 167 of the 1954 Internal Revenue Code, for used property—I 
seem to recall that business was just a shade shaky in 1952-53 when the so-called 
1954 code was being prepared, and I suspect that this provision was intended to 
encourage the acquisition of new property and machinery instead of using second- 
hand things. I wonder if this really works. It seems to me that this provision 
tends to eliminate, or at least seriously inhibit, the market for secondhand 
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machinery. It might discourage the smaller business from buying used ma- 
chinery because it can’t be depreciated advantageously; he can’t really afford 
to buy new machinery because he can’t sell his secondhand machinery at a fair 
price because it can’t be depreciated fast enough. For example, I have a friend 
who runs a small manufacturing plant. He does around a couple of hundred 
thousand dollars a year in volume, and employs 6 or 7 people. He has a problem. 
He really should replace one of his big machines. This machine costs, brand 
new, about $35,000, which is a lot of money for this small firm. Unfortunately, 
he can’t sell his used machine for enough money to comfortably finance the new 
machine, so he is in a real quandary. I don’t doubt but what he will buy the new 
machine with his fingers crossed and take a chance that he will be able to make 
it pay off. How much simpler it would be if he was able to realize real market 
value from his used equipment to help pay for the new equipment. 

As to point 4—to permit a proprietor of unincorporated business to be treated 
as an employee under a qualified pension, profit-sharing, or stock-bonus plan— 
I think this is a good idea, primarily because it should provide an opportunity 
for continuity of the management of the business by encouraging younger, more 
aggressive management. In many small businesses the proprietor-manager, feel- 
ing his years, might like to step aside and allow a person with the dynamics and 
aggressiveness of youth to assume management responsibilities. But the older 
fellow must keep working to support himself, because he does not have the 
privilege of creating a retirement or pension plan. 

As to point 5—graduated corporate-tax rates—I think any sliding scale of tax 
rates applied to a business enterprise, whether it is a corporation or a sole 
proprietorship and regardless of size, is self-defeating. I do not think that you 
can have a dynamic enterprise if the reward for expansion is the privilege of 
paying out a progressively greater amount of earnings in the form of personal 
or corporate income taxes. Last fall, I spent about a month in England training 
the salesmen of our English associate in the techniques of selling one of our 
products. I spent from 3 days to a week with each of 5 men, including working 
time and spare time, and I got to know them well. They were all exceptionally 
good men, capable of earning in the United States 10 to 15 thousand doliars a 
year. Their actual earnings were around £600 or about $1,800 a year due to 
the extremely high surtax levels of the Inland Revenue Service, which limit 
after tax earnings to about $16,000 per year maximum in our terms. Because of 
their very low earnings, these men were not motivated by money, because they 
received “nothing,” where “nothing” meant a very small sum, if they built their 
sales volume to a significant figure. 

It is my understanding that only 16 percent of the tax revenue from individual 
income taxes comes from the surtaxes collected on individual income in excess 
of $2,000 per year. I further understand that 80 percent of the businesses in 
the United States are proprietorships. I wonder if we are not paying a horrible 
price for this 16 percent, not only in terms of the destruction of initiative, but 
also in terms of inhibiting the development of these smaller enterprises? I 
can’t substantiate this, but I suspect our gross national product would increase 
by much more than 16 percent as a result of accelerated activity on the part of 
these 314 million sole proprietorships, and the Federal Government would con- 
sequently collect a great deal more money if there was a substantial reduction in 
the surtax rate. As to corporations, it seems to me that to charge a 30-percent 
rate on $25,000 a year of corporate income, and a 52-percent rate on all income 
over that is kind of unreasonable. Why pick $25,000? Why not pick $15,000? 
Or, perhaps, $118,202.04? Or, why not average out the 2 corporate-tax rates 
of 30 percent and 52 percent to a mean figure which would be higher than 30 
percent but less than 52 percent? 

I understand that about 14 percent of the taxes collected from corporations 
comes from the 52-percent bracket, and about 86 percent comes from the 30- 
percent bracket. If my understanding and arithmetic are correct, a tax rate 
of 33 percent applied to all levels of corporate income would provide the same 
amount of money as is now collected from this 30 percent-52 percent business. 
Sure, it would be said that a lot of small corporations would scream their 
heads off at having their taxes raised by 10 percent from 30 percent to 33 per- 
cent, but considering the fact that many of them are in the 52-percent bracket 
on the top two or three thousand dollars of their income, and have within them 
a considerable potential for growth, I don’t think the screaming would be too 
serious; furthermore, under the circumstance that one of the most serious 
problems that faces the manager of a small business is the problem of main- 
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taining a healthy cash position, I think that a change in depreciation deducti- 
bility tied in with this change in tax rate would palliate these wounds. 

The Government recognizes the principle that capital investments are de- 
preciable. This means that if I spend $15,000 on a machine, I can deduct at 
the rate of $1,500 a year for 10 years, assuming that somebody has the opinion 
that the useful life of this particular machine is 10 years—and it might be 5 
years or 25 years, in reality. In that same 10-year span, the cost to the Gov- 
ernment would be exactly the same if I deducted the full $15,000 in the year in 
which I buy the machine because I am thereby prevented from having a deduc- 
tion in the 9 subsequent years. If I could arrange to pay the manufacturer 
of the machine at the rate of $1,500 a year for 10 years, then the $1,500 deduc- 
tion a year for 10 years would be fine. Assuming my firm earns $50,000 be- 
fore taxes, I have to lay out $15,000 cash for the machine, and in that same 
year I have to lay out $21,000 for income taxes. This means a cash drain of 
$36,000 out of earnings of $50,000. On the surface, it might appear that I 
have $14,000 to invest in riotous living; unfortunately, in an expanding busi- 
ness, that $14,000 plus more ends up invested in accounts receivable, raw ma- 
terials, goods in process, or finished goods inventory. So, I find myself in a 
bad cash position and instead of buying the machine, I make do without it, 
which means I have less efficient producion, or I lease the machine on, say, a 
5-year basis at the rate of 4 to 6 percent a year, which adds about 20 to 30 per- 
cent to the cost of the machine. 

If I pursue the latter alternative, this $15,000 machine ends up costing me 
approximately $18,000 to $19,500, which is another $3,000 to $4,500 of capital 
removed from the business which might otherwise be used to accelerate its 
expansion. How much simpler it would be if I could deduct this $15,000 ex- 
penditure from the $50,000 of taxable income and pay $12,700 in Federal in- 
come taxes. My cash flowout is then $27,700, leaving me $22,300 for reinvest- 
ment in the business. Sure, next year my taxes would be higher, but my cash 
position would not be as seriously disturbed, and the Government ends up 
with the same amount of taxes. 

My suggestion is that a taxpayer be allowed to take the standard depreciation 
on new or used capital items, or be allowed to deduct the full cost in the year in 
which the acquisition is made. Also, every once in a while, there is a difference 
of opinion between the businessman and the revenue agent as to the depreciable 
period for equipment, and also as to whether a change in a real estate improve- 
ment is a capital item or a repair and maintenance item. I think the election 
should be at the discretion of the taxpayer, and should be either at the time of 
filing or subsequent, so that if the tax agent raises a technical point on review, 
the taxpayer can then exercise his option and solve the argument by electing to 
take the deduction all in 1 year, as a capital item. Let us consider a roof, and 
a leaky one at that. The roofer tells me that I have two alternatives—one is to 
patch the roof and one is to put on an entirely new roof. The roofer says that it 
would cost $1,500 to patch the roof because it is leaking like a sieve, or it would 
cost $1,650 to put on a completely new roof. Which of these two alternatives is 
a capital improvement? Or, conversely, which is a repair and maintenance 
expense? No matter which alternative is followed, the roof no longer leaks. 
On the other hand, if an entirely new roof is put on, this might constitute a 
capital improvement because the chances of the roof leaking for another 5 or 
10 years is exceedingly remote; whereas, if the leaky roof is simply patched, new 
leaks might develop in the unpatched area in the course of the next storm. 
Because of the way the tax laws are set up, the businessman would tend to insist 
that the new roof was a deductible repair and maintenance expense. For the 
same reasons, the tax collector might insist that the new roof was a capital 
improvement. Speaking objectively and outside the context of the tax structure, 
I think it is both a repair and a capital improvement, but I don’t think it makes 
any difference. The objective is to eliminate the leaks and at the same time 
eliminate tax technicality debates which are time-consuming and disturbing— 
especially when there is no great issue involved. 

As to point 6, I have no comment. I don’t understand exactly what this 
means. 

As to point 7—permit deduction for additional investment during taxable 
year—I think that something could be done here. I went through a peculiar 
Situation with a company about 7 years ago. As a result of mismanagement, 
this business had worked its way downhill with great success before I became 
aware of the situation. At that point, the business needed $35,000 to reduce its 
accounts payable to a point where its suppliers would extend further credit. 
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Because of the color scheme on the balance sheet, the company couldn’t get the 
necessary amount of money from the bank, so it had to turn to one of the stock- 
holders for help. This stockholder was very nervous about putting anything 
into this company for the same reason that the bank wouldn’t consider it, but 
finally made the loan. This saved the business, and the loan has long since been 
repaid. Now, if the stockholder had gotten a capital credit for anything loaned, 
to be offset by an equal capital tax when or if the loan was repaid, the Govern- 
ment would have suffered no loss in revenue and the capital position of the 
stockholder would have been unchanged. If, on the other hand, the business had 
flopped, the stockholder would have had a credit of about $9,000 in the year in 
which the loan as made which would have been some saving. I feel, in other 
words, that if this arrangement could be incorporated in the tax code, small 
businesses which are restricted in growth or which fail due to the lack of “just 
a few thousand more,” might be caused to expand or might be saved from failure, 
and make a bigger contribution to the total economy. And all this at no expense 
to anyone but simple encouragement for intelligent and constructive risk taking. 

As to points 8 and 9, I believe I have covered them by implication earlier. 

In closing, I would like to summarize the above with two statements which 
suggest a philosophical approach : 

(1) An objective examination of history demonstrates that the free enterprise 
system, as it functions in the United States is unique. I believe that a system 
which has proven its viability, flexibility, and ability to cope with changing social 
and cultural conditions should be encouraged positively. I am convinced that the 
number of dollars which the Government can collect would be greater without the 
discouragement of very high tax rates. Let’s treat the wheels of industry with 
lubricant instead of molasses. 

(2) In casual discussion with business acquaintances, sometimes T sense an 
apprehension of the collection technique of the Internal Revenue Service, as if 
it were a harassment, especially in the smaller business which cannot readily 
afford to hire lawyers and tax accountants to defend its principles. How much 
more helpful would agents be if the atmosphere of the Internal Revenue Service 
were influenced by placing the burden of proof on the agent rather than on the 
taxpayer. Even though a business employs the most conservative tax ac- 
countants available, even though a business never takes deductions for things 
which might be questioned, I suspect that any technically minded revenue agent 
could justify a deficiency assessment on any one of a number of technical points. 
Because the burden of proof of innocence is now on the taxpaver, the business 
must then go to the courts. It is a little hard to spend $10,000 to $15,000 in 
fees to support a moral conviction when the amount of taxes in question might 
be only $2,000 or $3,000, so the business takes the less expensive course. 


Senator Breite. Our next witness will be Mr. Garrett. 


STATEMENT OF GAIRALD H. GARRETT, VICE PRESIDENT, 
THOMPSON PIPE & STEEL CO., DENVER, COLO. 


Mr. Garrett. Senator Bible, Senator or I have a prepared 
statement here which I would like to read. I did not have the benefit 
of this notice to witnesses, so it doesn’t follow your notice to wit- 
nesses, and you will understand why. 

Senator Biste. It is perfectly all right. You proceed in your own 
manner. 

Mr. Garrett. My name is Gairald H. Garrett. Iam vice president 
of Thompson Pipe & Steel Co., of Denver, Colo. My company is 
a manufacturer of steel pipe, and we also do steel- plate fabrication. 
The firm employs from 150 to 170 people. 

Senator Brsie. How long have you been in operation? 

Mr. Garrett. 1878. 

Senator Brste. Very well. You may proceed. 

Mr. Garretr. My testimony will be in three parts: (1) A brief 
outline of the effect of taxes on our company: (2), the results of a 
mail survey I conducted among other small-business men of Colorado 
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regarding tax problems; and (3) my recommendations for tax relief. 

First, I would like to discuss the effect of the present tax rates on 
the future of our company. Our company is at present in the process 
of moving its physical plant to a new location. Competition has 
forced us to seek methods of reducing costs. We feel that operating 
with new and more efficient machinery in a new plant will help us to 
reduce those costs. 

Two problems relevant to the subject of this hearing present them- 
selves. Not only do present depreciation allowances s prevent us from 
building up a reserve for new equipment, but new equipment that we 
pure hase now costs several times as much as the equipment we now 
have on which the depreciation allowance is based. The current 
corporate-tax rates have prevented us from setting aside suflicient 
capital for this expansion. Our profits for the last few years have 
never exceeded 5 percent of sales. The only alternative for us is to 
borrow capital. 

Second, in order to get the feeling of other small-business people 
in the State, I have recently conducted a mail survey to determine 
their opinions regarding tax problems. I mailed out approximately 
170 mimeographed questionnaires and received over 50 returns in time 
to prepare a summary for this committee. I would like to include the 
compilation of these as an addenda to this testimony. However, here, 
I would lke to cite several interesting points that were brought 
out. 

All respondents said tax relief for small businesses is necessary ; 
98 percent said high taxes have impeded the growth of their com- 
panies; 89 percent said they knew of instances ‘where the growth of 
other companies has been so enpicenne: 81 percent of the respondents 
stated that overall reduction of both individual and corporate income 
rates would be best for small business. 

Third, in concluding my remarks, I would like to give this com- 
mittee my thoughts on tax relief for small business. It is my con- 
sidered opinion, in light of the experiences of our own company and 
conversations I have had with other small-business men, that tax relief 
for small business must take the direction of reduction in rates of both 
corporations and individuals. 

I would be opposed to any “gimmick” legislation which would 
tack on an exemption here and add a deduction there to benefit a par- 
ticular segment of oureconomy. I feel that our tax structure is already 
a “crazy quilt” and that we must treat the den rather than the 
sy mptoms by fundamental rate reduction. I feel such corrective legis- 
lation is found in the compt anion tax bills of Representatives Sadlak, 
of Connecticut, and Herlong, of Florida, H. R. 6452 and H. R. 9119. 
These bills call for the forward scheduling of corporate and individual 
tax reductions in every bracket over a 5-year period. 

This would allow businesses to retain sufficient ¢ apital, for expansion 
and improvement of their facilities. The passage of this type of 
legislation would restore the incentive factor in business by reducing 
punitive tax rates. 

Without sufficient incentive, the future of small business in this 
country is in jeopardy, and small business is very important to this 
country at all times, and especially in case of national emergency. 
To point out the value of small business in case of a national emergency, 
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I would like to mention that during World War II our company, in 
conjunction with 10 or 12 other small companies here in Denver, fabri- 
cated ship parts and ship sections for Mare Island Navy Yard, Vallejo, 
Calif. We were informed by the officials of Mare Island Nav y Yard 
that our efforts here in Denver increased their structural capacity over 

percent. Thousands of other small companies throughout the 
United States did likewise. 

I am sure that you will agree that small business is the backbone of 
this country. It has been the history of business in this country that 
the small business of today has become the large business of to- 
morrow. Gentlemen, I am afraid this pattern of growth may not 
continue in the present tax climate. 

Senator Brstze. Thank you very much, Mr. Garrett. I think this ae 
a very useful contribution to the committee. Do you have any ides 
what the loss of revenue would be if the Sadlak or Herlong bill Bone 
be enacted? As I understand them, they cut the corporate tax from 
52 to 38 percent over a period of 5 years. I believe that is the ulti- 
mate effect of them; is that correct, Mr. Erickson ? 

Mr. Ertcxson. That is as I understand it. 

Mr. Garrett. I believe this country can use a lot more of the things 
that people could manufacture. We have the know-how and the in- 
centive in this country to manufacture if we have a climate whereby 
we can actually get the capital to do the manufacturing, so, whether 
or not the Sadlak or Herlong bills, either one of them, would reduce 
revenue is problematical. It can be argued both ways. If it would 
produce enough capital so that the companies could expand and pro- 
duce more things that this country could use and also that foreign 
countries could use and the national income would increase, perhaps 
it might increase the revenue to the Government by tax reduction. 
I am confident that the tax rate as set now is going to—has not only 
handicapped industry in the past—it is going to handicap industry in 
the future, particularly smal] business. 

As I pointed out here, small business eventually grows into big 
business. All of the big businesses we have in this country were quite 
small. They start out with an idea. Henry Ford st arted his big out- 
fit with an idea. There are a lot of ideas in the country now. I ques- 
tion whether any of them, under the present tax climate, will ever 
grow into big business, and that is with the population we are going 
to have in this country over the next few years at the rate of erowth, 
it is growing enormously, we are going to need more business to take 
care of it. 

Senator Bieter. I think I follow your thought very well, Mr. Gar- 
rett. Senator Allott? 

Senator Atxorr. I have no questions. 

Senator Brete. Thank you, Mr. Garrett. The addenda which is 
attached to Mr. Garrett’s statement will be included as a part of the 
record. He shows a tabulation received by his canvass of approxi- 
mately 50 people. 

Mr. Garrerr. Senator Bible, I made that canvass when I thought I 
wasn’t goingto testify. So, I got it ready after I was notified that 
I was going to testify. 

Senator Brexe. I think the addenda is very helpful and will be 
included as a part of the record. The record may show that the 
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Sadlak bill provides that the corporate tax goes from a maximum of 
52 down to 42 percent rather than down to 38 percent over a period 
of 5 years. 

(The addenda to Mr. Garrett’s statement follows :) 


ADDENDA TO GAIRALD H. GARRET?Y’S STATEMENT BEFORE THE SENATE SELECT 
SMALL BUSINESS COMMITTEE, DENVER, COLO., Nov. 20, 1957 


Compilation of survey—Federal tares and the small-business man 








Percent 
Yes No No 
| answer 
1. Is tax relief for small businass necessary -..-.----- iebcdbed dtdedeake eae | 100 0 0 
2. Have high taxes impeded the growth of your company-_--_-.---- . | 98 2 0 
3. Do you know of other companies whose growth has been impeded by high 
taxes ‘ sae | 39 s 3 
4. Is overall reduction of both individual and corporate income rates the best 
for small business <u | ctisbihaaeetahee edieaie oh oe 81 17 2 
5. Do you favor a graduated corporation tax-..-- ; Ae 68 17 15 
6. Should the law allow payment of estate taxes in installments over a period of 
years....-. ‘ 89 6 5 
7. Are you familiar with any tax reduction bills introduced during the last 
session of Congress 45 36 19 
8. Do you favor increasing the exemption (first $25,000) of corporate income 
subject to the surtax 69 12 19 
9. Should partnerships and proprietorships be permitted to choose taxation as a 
corporation ; 47 29 24 
10. Have you a specific proposal on tax relief that would be of the greatest help 
to your company? Would you explain briefly. --- pM ihinedcaiad 34 28 38 








SUMMARY 


All respondees favor tax relief. 

The very great majority say taxes have impeded the growth of their company 
or companies they know of. 

The majority feel overall reduction of both individual and corporate taxes 
is best. 

Two-thirds favor a graduated corporate income tax. 

Two-thirds favor increasing the surtax exemption. 


Many indicated willingness to submit testimony to congressional committees 
on tax problems. 


MISCELLANEOUS REMARKS (TAKEN FROM QUESTIONNAIRES RETURNED) 


Tax relief necessary for all business, small and large. 

Increase surtax exemption from $25,000 to $75,000. 

Hold in abeyance for a while the tax on capital spent on new equipment. 

Allow any number of small businesses under one ownership to be taxed as an 
individual business. 

Should have tax exemption of perhaps the first $10,000 of corporate in- 
come. 

Some tax relief on first $25,000. 

Increase surtax exemption to at least $100,000—allow accelerated deprecia- 
tion on purchase of used equipment acquired after January 1, 1954. 

Cut all income taxes by getting Government out of socialistic projects. 

Reduce capital-gains tax. 

Bonus plan for employees to be deducted from yearly profits. 

Corporate tax of 25 percent for first $100,000, leaving money for expansion. 

Increase surtax exemption to $50,000. 

Jump to 52 percent tax is too drastic for small companies. 

Change depreciation allowances. 

Relief is needed in the 50 to 90 percent range. 

Give special relief on equipment and building purchases. 


Mr. Messick. Might I point out that Mr. Garrett was at one time 
Director of the Small Defense Plants Administration for the four- 
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State area of Colorado, Wyoming, Utah, and New Mexico. The Small 
Defense Plants Administration was the predecessor of the Small Busi- 
ness Administration. 

Senator Brntz. I think that is a valuable addition and shows him 
a very well qualified and well experienced man in this field. I am 
very happy to add that to your qualifications, Mr. Garrett. 

Our next witness is Mr. Zarini. 


STATEMENT OF CHARLES A. ZARINI, CERTIFIED PUBLIC 
ACCOUNTANT, DENVER, COLO. 


Mr. Zartnt. Senator Bible, Senator Allott, and ladies and gentle- 
men, my name is Charles A. Zarini, and I live at 2130 Monaco Park- 
way, in Denver, and I am-a certified public accountant. 

I am delighted to appear here this morning and give my views on 
the Federal tax structure. During my 20 years as a practicing public 
accountant I have seen income taxes rise to the staggering heights they 
have reached today. While it is true that during this same 20-year 
period our national economy has risen to proportions never dreamed 
of, we have made the majority of our population so tax conscious, that, 
from a strict morale standpoint, the very word “taxes” has a depres- 
sing effect upon us all. 

I realize that the reasons for paying high taxes cannot be changed 
when we live in a world where miiltary might seems to be the only 
safeguard to peace. I must also admit that, except for the dangers 
and pitfalls of our inflationary tendencies, this great country of ours 
seems to be happier and more prosperous than at any time in our 
history, regardless of taxes. This does not necessarily mean that our 
Federal tax structure cannot be improved. 

One area of improvement could be made by granting tax relief 
generally, but primarily to small business. It seems to me that small 
business is such an important part of our national economy that we 
should grant some kind of tax relief promptly to encourage its growth 
rather than continue tax barriers which prompt mergers with large 
competitors and in some cases contribute to business failures. Large 
business is well established to the point that tremendous volume alone 
permits it to prosper in periods of inflation because it can buy cheaper, 
it has established bank credit, mass production reduces costs and it 
seems to make substantial profits after taxes to give its stockholders 
a fair return on their investment. The small business, however, does 
not appear to fare so well for the lack of these advantages. In the 
first place, limited equity capital necessarily places a limit on the 
ability of small business to obtain credit. This condition, of course, 
limits many small businesses in establishing the necessary sales volume 
to permit it to buy raw materials or finished goods in sufficient quan- 
tities to command more attractive prices. Even if a small business 
is fortunate to do a better than average sales volume, it generally 
is necessary to purchase new equipment and to make other capital 
improvements. Since these capital improvements ordinarly require 
substantial cash expenditures, and no tax relief is granted therefor 
except depreciation allowances, the current high taxes remove so much 
working capital that many small businesses, otherwise capable and 
willing, find it difficult to grow and sometimes overextend themselves 
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to the point that they end up in either voluntary or involuntary 
bankruptcy. 

It seems to me that this situation is analogous to a degree to the 
annual appeals in this country for charity for the underprivileged. 
Assistance comes from those better off than they are. At least one 
reason given for these appeals is to reclaim the underprivileged to be 
good useful American citizens. Because there seems to be deteriora- 
tion of a large segment of small business by the disproportionate tax 
burden, it seems that special tax relief to that segment of our economy 
is in order to aid in reclaiming small business to the point where they 
are financially stronger so that our potential national production will 
be at full strength at all times to meet any eventuality including war. 
I see this as an investment in our bid for peace and in the interest of 
our national welfare and security. 

We now come to the question of: How and what form should tax 
relief take as an aid to small business? Since small businesses are 
operated primarily as sole proprietors, partnerships, and corporations, 
we must consider equitable tax-relief measures to all of these various 
methods of doing business. I shall now attempt to discuss specific 
tax-relief recommendations applicable to these areas. 

Proposed tax relief to proprietors and partners: Under the Internal 
Revenue Code proprietors and partners are taxed as individuals. In 
other words, the net profits of a business operated as a sole proprietor- 
ship is reported in the individual income-tax return of the owner. 
Net profits of partnerships are reported in partnership returns show- 
ing the allocation of such net profits to the partners who in turn 
report each’s share in his individual income-tax return. As you know, 
the Internal Revenue Code imposes income taxes on the taxable 
incomes of individuals computed at graduated rates ranging from 
20 to 91 percent. Because I believe that some tax relief is in order to 
all individual taxpayers, I recommend a general reduction of not less 
than 2 percent in each of the gr aduated rate brackets so that the 
Internal Revenue Code would be amended to provide for graduated 

rates ranging from 18 to 89 percent. In the alternative, a similar 
result might be ace omplished by an increase in the present $600 exemp- 
tion credit. Perh: aps a combination of a smaller rate reduction and a 
smaller increase in the personal-exemption credit might produce 
desired results. 

In this same general tax relief program, I believe it is appropriate 
for the Treasury Department to make a careful study of the possi- 
bility of enacting a practical averaging plan for individual taxpayers. 
Since many individuals, particularly proprietors and partners of 
small business, often have fluctuations in their incomes from year to 
year, and since the aforementioned graduated rate structure imposes 
higher rates on higher incomes, these individuals often find them- 
selves paying relative high rates in one year and relative low rates in 
another year. Where this condition exists, more income taxes would 
often be paid on the basis of having each separaio year stand on its 
own feet than if the peaks and vi alleys < such fluctuating incomes 
could be removed in an averaging plan. On the basis of fairness in 
tax administration, I believe this plan should be carefully studied 
with the hope that it could be adopted in the near future. 

Under Internal Revenue Code section 401, employers can deduct 
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contributions to an employees’ trust created for the purpose of pay- 
ing retirement benefits to the employees. Income to the trust is ex- 
empt and under certain conditions capital-gains treatment is given to 
the employee upon payment by the trust. Proprietors and partners 
are not considered employees for the purpose of this section and there- 
fore cannot qualify for these tax benefits even though officer stock- 
holders of corporations who are employees of the corporation can 
qualify. I fail to see why this discrimination should be in our pres- 
ent law. Since the main reason for tax relief in this case is to en- 
courage the arrangement of retirement benefits to employees, I submit 
that proprietors and partners are just as interested in and entitled to 
these retirement benefits as anyone else. This appears to me to be an 
inequity and I urge the adoption of immediate corrective tax legis- 
lation. 

Under code section 1361 certain restricted proprietorships and part- 
nerships may now elect to be taxed as corporations. Except for the 
size of the organization, I see no good reason why there should be 
any restrictions on such an election, regardless of the source of the 
income, or the percentage of ownership. If it is to a taxpayer’s ad- 
vantage to be taxed as a corporation, I believe he should have that 
advantage. I also feel, if it is to the tax advantage of stockholders 
of closely held corpor ations to include in their individual income- 
tax returns, the allocation of the corporate net profits, this arrange- 
ment should be permitted. Many closely held firms are incorpor: ated 
not because of income-tax considerations, but because of the limited 
liability feature associated with corporations. Accordingly, I feel 
that these income tax and legal considerations go hand in hand and 
that the income-tax problem should be fluid enough to flow either way 
with only the necessary restrictions to make the arrangement admin- 
istratively practical. 

Mr. Ertcxson. May I interrupt a moment, Mr. Chairman ? 

Senator Brste. Certainly. 

Mr. Ertcxson. On that point, Mr. Zarini, do you feel that an elec- 
tion either permitting small corporations to be taxed as partnerships 
or proprietorships and partnerships to be taxed as a corporation, do 
you feel that a revision in permitting an election, say, only every 4 
years should be instituted ? 

Mr. Zarrnt. Yes. 

Mr. Erickson. Do you feel that would be advisable? 

Mr. Zarrnt. I think as a matter of fact there would have to be some 
kind of revisions in order for the Treasury Department to know that, 
if this proprietorship is being taxed as a corporation, there is going 
to be some accounting method of earmarking the amount of taxes pre- 
viously paid as an individual and subsequently paid as a corporation. 
There has got to be some practical method of controlling that. I think 
that it could be handled. I think accountingwise it could be handled, 
but my whole point is I cannot see why, if there is a tax advantage in 
being considered a corporation, he pays less taxes in an averaging 
plan. or any other kind of a plan. He certainly should be per mitted 
to pay the least taxes that it would cover. 

Mr. Erickson. Do you feel, let me carry it to the extreme, do you 
feel an election should be binding permanently on a business? You do 
feel that there should be some out, say after a period of years? 
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Mr. Zartnt. I am inclined to think that would be most practical if 
the election were binding for a period of years. Otherwise, we would 
have a lot of confusion. 

Mr. Erickson. Right. 

Mr. Zartni. By the same token, I should think that that would not 
necessarily be the final situation for the simple reason, if there are 
extenuating circumstances which may indicate that they should be 
given the right earlier upon a showing to the Treasury Department, I 
think that should be permitted. 

Mr. Ertcxson. Thank you. 

Mr. Zarrnt. I also recommend consideration by your committee to 
raise the annual limit for the offset of capital losses against ordinary 
income of individuals from $1,000 to $5,000 and permit capital losses 
in excess thereof to be first carried back then forward for a period of 5 
years either way. ‘This is a step in the direction of the overall averag- 
ing plan previously discussed. I am also of the opinion that more 
leniency should be granted in the payment of estate taxes so that forced 
liquidations of assets will not work a hardship on taxpayers. I believe 
it is possible for the Treasury Department to secure itself in such a 
manner as to permit the payment of estate taxes over a period of time 
not to exceed 10 years whenever, in the opinion of the Treasury De- 
partment, the facts in a given situation justify that procedure. 

Proposed tax relief to corporations: As you know, all corporations 
are presently taxed on the first dollar of net income at the following 

rates: A normal tax of 30 percent on all net incomes plus a surtax of 
22 percent on all net incomes in excess of $25,000. ‘These rates apply to 
large and small corporations alike. As an aid to strengthening the 
financial structures of small corporations, I recommend the reversal of 
the aforementioned rates and at the same time increase the surtax 
exemption from $25,000 to $100,000 and to further permit unused 
surtax exemptions tobe first carried back and then forward for a period 
of 5 yearseither way. To illustrate the effects of this change, a corpo- 

ration now making $50,000 would pay income taxes of $20,500, whereas 
under the proposed ‘change it would pay income taxes of $11,000 or a 
tax saving of $9,500. In addition, under the proposed change this 
corporation would have an unused surtax exemption credit of $50,000, 
the difference between $100,000 allowable and $50,000 used, to first 
carry back 5 years and then forward 5 years to get additional income 
tax relief at the surtax rates payable in the years ‘involved. 

Mr. Erickson. That is another step toward your average ? 

Mr. Zarrint. That is exactly right. 

Senator Bratz. Do you have any idea what the total cost would be in 
tax revenue ? 

Mr. Zartnt. I don’t know. I don’t have the information at my 
fingertips. I think it should be studied in order to see what effect 
it would have. I would not have the faintest idea. 

Senator Briere. I think you have to recognize, and I think Senator 
Allott put his finger on it in the opening statement, that we are going 
into an economy over the next few years that is going to require con- 
siderable more tax dollars. I do not think there is any question about 
that in the military light. I wondered if this did shrink up a consid- 
erable amount of tax dollars. 
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Mr. Zartnt. It is not a complete loss for the simple reason in the 
reversal of rates you are going to place that 30-percent premium at 
the topend. That would be a compensating factor to that end. 

Senator Brete. That is in essence the Fulbright bill. 

Mr. Zarrnt. Under present law corporations do not receive any 
income-tax credit for dividends paid. Dividends paid to stockholders 
are included in their individual income-tax returns except for the 
dividend exclusions and credit now permitted to individual taxpayers. 
This constitutes double taxation, first on the profits earned by the 
corporation and secondly when received by the stockholder in the 
form of dividends. To eliminate this income-tax inequity and to 
encourage the voluntary distribution of earnings of corporations, I 
propose that corporations be given an income-tax credit on dividends 
paid equal to the amount of the dividend paid times the corporate 
normal tax rate in effect and at the same time eliminate the dividend 
exclusion and credit provisions in the present law. It is my theory 
that a considerable portion of the additional dividends which will 
be paid under this proposal will be taxed to individuals at rates in 
excess of the corporate normal tax rate in effect plus the elimina- 
tion of the present dividend exclusion and credit so that the net loss 
of revenue to our Government will not be as great as the proposal 
might indicate at first glance. This dividend question has long been 
a controversial matter in our income-tax law and I believe consider- 
able overall improvement could be gained by adopting a proposal of 
this kind. 

Tax relief applicable to proprietorships, partnerships, and corpora- 
tions alike. Regardless of the method of doing business, everyone is 
subject to the same general income-tax rules with respect to deprecia- 
tion allowances and. earry-back and carry-forward provisions of op- 
erating losses. At the present time the accelerated depreciation pro- 
visions apply only to new capital assets acquired on or after January 
1, 1954. Equipment purchased new before January 1, 1954, but ac- 
quired as used equipment on or after that date, is not entitled to this 
accelerated depreciation treatment. Since many small businesses are 
sometimes forced, for economy considerations, to purchase used rather 
than new equipment, I believe that the present restriction works an 
undue hardship on such taxpayers. 

Senator Bratz. That seems to be almost unanimous in the various 
hearings we have had in every area of the country, that very point you 
are making right now. 

Mr. Zartnt. Small business probably has a greater need than others, 
for recovering quickly through depreciation writeoffs, funds invested 
in capital improvements, and I urge corrective legislation to adjust 
this apparent inequity. While speaking of depreciation, I submit 
that, from an income-tax standpoint, much is to be desired. Since the 
amounts of annual depreciation allowances are predicated upon esti- 
mates of useful lives, the entire issue is clouded by this and many other 
contributing variables as to very often result in nothing more than an 
informed guess rather than anything resembling an exact science. For 
these reasons, I believe that a proposition allowing up to $25,000 on an 
election basis, applicable to capital assets purchased in any year, in 
lieu of depreciation, would definitely encourage small business to 
expand and contribute greatly to our national economy. 
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Under this theory, a taxpayer could purchase capital assets in an 
year and, with respect to not more than $25,000 of the cost thereof, 
could elect to take depreciation in any manner and in any amount he 
sees fit with respect to such elected capital assets. By providing for 

appropriate reporting requirements together with the proper restric- 
tions on capital-gains treatment with respect to such assets, I believe 
the advantages would more than offset the temporary loss in tax 
revenue resulting from such an arrangement. This proposal does not 
give the taxpayer any more depreciation than he is entitled to, but 
permits him to take the depreciation in the years that he can gain the 
greatest tax benefit from the contemplated expansion. 

As a final recommendation, I would suggest that all taxpayers 
incurring operating losses be permitted to first ¢ rarry back such losses 
to the prior 5 years and then forward to the ensuing 5 years. This 
recommendation would conform to the time limits of similar proposals 
contained in this statement and would be another step toward the sug- 
gested averaging plan previously discussed. 

Senator Bratz. Thank you very much. I think that is a very 
thoughtful paper. I would like to know how you arrived at the 2 
percent you took off the 91 in reducing the individual income tax. Is 
that just an arbitrary 2 percent ? 

Mr. Zarint. No. I think probably my thinking went along these 
lines, Senator: That we can’t go all out in tax relief down the line for 
the reasons you and Senator Allott have mentioned, but I believe we 
have got to show some reduction to the people of this country, because 
we have been for a long time on the same rate, and I think it is a 
nominal rate of reduction, and I think it would go a long way in 
increasing the morale of the public. 

Senator Brste. I wondered how you arrived at 2 percent instead of 
8 or tor 1. 

Mr. Zartnt. It isa nominal amount. I said not less than 2 percent. 

Senator Bistz. Thank you. Senator Allott? 

Senator Artorr. Mr. Zarini, I think it might be helpful in the 
evaluation of your paper whic h I think is very fine if you would tell 
the committee the general nature of the people and firms that you 
represent so that the committee has an idea of your background which 
you neglected to put in your statement. 

Mr. Zarrnt. I will be glad to tell you, Senator. In the first place, 
we have an accounting firm which has about 16 people, and our prac- 
tice primarily extends to the smaller business man, and I would say 
that it covers a general type of business in this area, I do not think we 
specialize in any passtbouter field, it covers trading concerns, manu- 
facturers, distribution outlets, service organizations. 

Senator Atitorr. Would you say organizations generally of under 
100 employees ? 

Mr. Zarrni. I would think perhaps the majority of our clients 
fall in that category although we have several that exceed that by a 
considerable number. I think I cans safely understand the term “small 
business,” because they fall into that category without a question of 
a doubt. 

Senator Attorr. Thank you very much for that, because I think it 
helps the committee very much in the evaluation of your testimony 
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or your statement. The second thing is this: In your experience, and 
this comes out of your statement , is there any real reason ordinarily 
for a small proprietorship to go into a corporate organization other 
than to avoid personal liability and occasionally in the first instance to 
provide an inflow of cash which can be represented by an arithmetical 
proportion of ownership as represented by stock ? 

Mr. Zartni. You mean from the standpoint of the saving of tax 
dollars in accomplishing that purpose ? 

Senator Axxorr. Not only from that standpoint but any other 
standpoint. I think this isa question which is important. 

Mr. Zarint. I believe, Senator, if I understand you correctly, I 
visualize a sole propriétorship increasing his business to the point 
that he has accumulated net profits, gets to a level where they are 
taxed in excess of the 30-percent normal tax rate now in effect for 
corporations. In other words, he is spending by way of income tax 
dollars more than he would if he were to incorporate and be taxed at 
the effective 30-percent rate after a reasonable allowance for sal- 
aries, and that the combination of his salary and profits accumulated 
as a proprietorship in one total would go into higher tax brackets in 
the effective 30 percent on the corporation enabling him to accumulate 
in surplus an increment of the capital stock of the corporation which 
he one day will have to get out by way of dividend or liquidation of 
that company. Of course, we have got the $60,000. 

Senator Atnorr. You have made exactly the point I had in mind, 
but actually, in the small businesses which we in the West talk a lot 
about and which I am sure you must represent many of them 

Mr. Zarrnt. Right. 

Senator Auxiorr. The individual drugstore, the individual grocery 
store, the small garage, all these things whose profits do not run up 
that high to the $25,000 a year, the only incentives they have to cor- 
porate organization are the two I mentioned, to avoid personal lia- 
bility or perhaps in the first instance or even later to secure an inflow 
of -apital which can then be represented by an exact ownership as 
represented by stock. 

Mr. Zartnt. I think that is true except for one other definite ad- 
vantage, and that, of course, is continuity in the event of death or 
some other situation where you have got greater continuity of cor- 
porate form of doing business than as a proprietorship or partnership. 

Senator Atxorr. Well, partnerships under our law can provide for 
continuity. 

Mr. Zarrnt. It must be specifically provided in a partnership 
agreement, I agree to that. 

Senator Atiorr. Thank you very much. 

Senator Brste. Thank you, Mr. Zarini. Before we hear the next 
witness there is an addenda attached to the statement by Mr. Zarini, 
and, Miss Marson, will you likewise see that it is included as a part of 
Mr. Zarini’s statement ? 
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(The balance of Mr. Zarini’s statement is as follows :) 


Nore 1—A sole proprietor, married, with 2 children, would pay $1,270 less 
income taxes under an averaging plan than without it in accordance with the 
following table: 


Year Taxable in- 


Income tax | Average in- | Income tax 
come come 
OS eit lb el see steicuecipis lied snp Maltese itp viel bi a $30, 000 $9, 460 $20, 500 $5, 470 
iid nticctinwedinng bevumniniieabodacenaeswines 10, 000 2, 200 20. 500 5, 470 
ait attubbs chawdeddadebewebsdieihaebaatnite 17, 000 4, 260 20, 500 5,470 
Pe ttianakivetnrh<¢ckedndan ee} tcabicenatanense , 000 7, 230 20, 500 5, 470 
A  ciesa case tines aonsseasnakoiahnns 82, 000 23, 150 82, 000 


Nore 2.—-A corporation making $50,000 under present law would pay tax 
of $20,500 computed as follows: 


SIGiOOD, Gt OO SPOON i tio cea As ee ee ee ee $7, 500 
SRG, AC Oe DOUCON nc Scie pencenenned Tasiccadenjuaiccaemnteinnsqalentade 13, 000 
PORGT: ‘CE eiiick cieccene eg ss Aes ce nnidceoncedeomimapeidonaiisanians 20, 500 


A corporation making $50,000 under the proposed change would pay income 
tax of $11,000 ($50,000 times 22 percent) and would have a $50,000 surtax exemp- 
tion to be first carried back and then forward for 5 years either way. 

If this corporation had paid surtax at 22 percent on at least $50,000 in prior 
years, it would be entitled to a refund of $11,000. If no prior year surtaxes had 
been paid it would have a $50,000 unused surtax exemption credit to be carried 
over to the next year to be added to its annual credit of $100,000 and could con- 
stitute a $15,000 income-tax savings on the $50,000 unused credit carryover 
since under the proposed rate reversal, surtax net incomes would be taxed at 
30 percent, 


Senator Biste. Our next witness will be Mr. Shideler. 


STATEMENT OF E. M. SHIDELER, PRESIDENT, SCIENTIFIC RADIO 
PRODUCTS, INC., OMAHA, NEBR. 


Mr. Sumeer. My nameis E. M. Shideler. 

Senator Birnie. I note in looking at page 1, Mr. Shideler, you do not 
identify the Scientific Radio Products, Inc. You might tell us a little 
about it, the number of people employed, how long it has been in 
operation, and that sort of thing. 

Mr. Suweter. My name is KE. M. Shideler. I am president and chief 
engineer of the Scientific Radio Products, Inc. We have been in- 
corporated since 1951. Previous to that time we operated under a 
partnership. The original company under this name was organized in 
1942. We manufacture electric crystals mainly. 

Senator Brstze. What is that? 

Mr. Suipeter. They are frequency-control instruments for all com- 
munications equipment, principally radio equipment. Hence, we are 
vitally concerned with national defense. It happens that practically 
every manufacturer in this business is also in the same boat that we 
are. In other words, the industry is composed of small firms that in 
peacetime have their production cut very, very seriously. In wartime 
the demands on us are terrific. 

Senator Bretz. How large is your corporation? How many peo- 
ple do youemploy ? 
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Mr. Suieter. Our main facility in Omaha employs 97 people, and 
our research facility in Estes Park employs 22. 

Senator Bratz. That is your total ? 

Mr. Suiwexer. That is the total. 

Senator Breie. Total employment of the parent company in Omaha 
and the research division in Estes Park ? 

Mr. Suwexer. Yes. 

Senator Breitze. You may proceed. 

Mr. Suipeter. In 1953 the Congress gave official recognition to the 
small-business segment of the American economy with the passage of 
enabling appropriations to establish the Small Business Administra- 
tion. Since that time, the SBA and congressional committees, such 
as this one, have done much to focus attention on the problems of 
small business and have helped materially in alleviating some of those 
problems. I think particularly of the assistance given us in obtaining 
a fair share of Government contract business, and in the area of pro- 
viding technical and management information. However, nothing 
has been done to reduce the heavy tax burden which is responsible 
more than any other single factor for the inability of small firms to 
finance their own growth with the rest of the economy. 

Tax relief has been put off time and time again because of the need 
for Federal revenue to meet ever-rising costs of national defense. 
Developments of recent 5 appear to have killed any efforts to 
reduce Federal spending. I do not believe that general tax relief is 
possible until expenditures can be held below the level of receipts 
provided by the present tax laws. But, I do believe that certain spe- 
cific tax-relief provisions for smal] business are necessary. They can 
be accomplished without loss of revenue to the Government which 
certainly is not true of proposals for general rate reductions. 

Aside from the question of whether or not taxes are too high, other 
problems of Government must be solved before there can be any gen- 
eral tax reduction. As long as Federal spending runs over $70 billion 
a year and gives promise of increasing still more, general tax relief 
is impossible. As long as the Federal “debt remains at a $275 billion 
level, it is hard to see how we can have general tax relief. There is 
no doubt that some of each year’s Government expenditures are wasted, 
that some of the Federal debt represents an accumulation of this waste. 
But, the fact remains that 70 percent or more of the annual expendi- 
tures are the cost of national defense, mutual aid, and the servicing of 
past war indebtedness. Well over 80 percent of the national debt is 
directly attributable to past wars. These costs cannot be carried for- 
ward to future generations indefinitely. 

The Federal Government’s expenditures in recent years have 
amounted to 25 percent or more of total national income. When one 
adds to this the expenditures of State and local governments, the por- 
tion of the total economic income generated by government is very 
sizable. The national economy has a public as well as a private sector. 
The high standard of living we enjoy even as we carry forward a 
massive defense program is in large measure the result of Government 
spending. The future danger lies in Government becoming an even 
more important sector of theeconomy. If the day ever comes that the 
economy operates only to supply the goods and services of the public 
sector, we will have lost our competitive free-enterprise system. This, 
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none of us wants, but the continuous increase in the size of Govern- 
ment to process the cold war and other public projects makes it a 
possibility. 

The Government has found it necessary, or at least politically ex- 
pedient, to give subsidies to agriculture and to certain industries. 
Labor legisla ation has strengthened the bargaining position of the 
worker. All these measures have seemed necessary to strengthen 
specific segments of the economy. This, despite the fact that economic 
effort in general has been greater and more rewarding each year. 
In other words, we must look beyond the overall sound appearance 
of the economy for trouble spots in specific areas which may lead 
to future weakening of the system. One of these soft spots is small 
business and its in: ability to finance future growth out of earnings. 

Senator Breie. I think that 1 sentence which you have underlined 
is the highlight of the 10 hearings we have had to date. That is the 
one thing we hear repeatedly, the inzbility of small business to finance 
future growth of small business. 

Mr. Sripeter. As stated previously, much has been done to help 
the small-business man to get a share of Government procurements. 
But, the lion’s share still goes to big business. There is no feasible 
administrative process for changing this materially. As long as 
only big business has the resources for research and development and 
for plant expansion, their share of business will grow faster than 
that of small business. When 200 large corpor: itions are able to earn, 
after taxes, over 20 percent of total corporate profits, it is obvious 
where the bulk of the fruits of economic effort go. No only are the 
retained earnings of big business big, but the opportunity to expand 
through sale of securities (debt or “equity) is limited, for the most 
part, to large corporations. It is just as dangerous to concentrate 
power in big business as in big government. The greatest single 
stimulus to small business would be tax relief which would allow 
the retention of earnings for growth. Any earnings not used for 
growth would be taxed at the present personal tax rates, and the law 
offers effective safeguards against unnecessary accumulation to escape 
personal taxes. 

Let me point out what has happened in my own company. We 
started business late in 1950 under our yresent corporate structure, 
having previously operated as a partners dit, and in the 6 years, 19! 51 
through 1956, earned $211,000 before taxes, we earned $74,000 after 
taxes. Federal taxes and renegotiation took from us 65 percent of 
our earnings. We were allowed to retain 2 percent of each sales 
dollar in our business. This business is one with many risks and 
with a fluctuating demand. We are also part of a vital defense 
industry. We have been stripped of any cushion against a single bad 
= ear. As a part of the eletcronics industry, our future could be 

‘ight, but nothing has been left to us for purchase of equipment 
or plant expansion. Our working capital went to the Federal Gov- 
ernment. In the face of ever-rising working capital needs to finance 
our present volume of business, to say nothing of any increased volume 
of business. We are now in need of additional e: pital, but we cannot 
turn to the securities market as larger companies can. In fact, many 
small electronics firms have been merged with, consolidated with, or 
bought out by bigger firms in the recent rash of financial combina- 
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tions. This has been solely because these small firms could not finance 
their own growth. They went to big business and, thus, furthered 
the process of the big getting bigger and more powerful at the ex- 
pense of the little fellow. I submit that this is not a healthy situation. 

What type of tax relief will correct this inequity? First of all, any 
changes made must not cut Federal revenues materially when spend- 
ing is at such a high level. Secondly, relief must not be of such a 
nature as to smack of toddying to a special interest group. This does 
not rule out, however, differences in rates for small as against bi 
business. Certainly, personal progressive rates have long Suineainel 
this. Here, then, are a number of suggestions for changes in the tax 
law which would be beneficial to smal] business. More important, the 
increased funds available would be plowed back 100 percent into future 
growth increasing the ultimate revenue realized by the Government. 

(1) A reduction of the corporate normal tax from 30 percent to 25 
percent. This is a rate change which has been postponed several times 
although a part of 1954 code revisions. There should not be any in- 
crease in surtax rate as so many recent proposals have advocated. 
Such surtax changes would stifle the very growth it is so desirable 
to stimulate. The additional funds for working capital purposes 
would generate sufficient income to offset any decrease in revenues 
caused by rate reduction. 

(2) A change in loss carryover and carryback provisions to allow 
an averaging of a greater number of years’ profits and losses as the 
basis for taxes to be paid. I think this is extremely important especial- 
ly in a situation of this kind where we do have such severe ups and 
downs. 

Senator Atiorr. Peaks and valleys. 

Mr. Sue er. Yes. (3) Liberalization of accelerated depreciation 
and amortization allowances. The announced intent of the present 
administration is to reduce these allowances with some very drastic 
curbs. Small business needs the fast writeoff in order to finance new 
plant equipment needs. I might add this, that this is especially true 
in our electronics industry where our equipment becomes obsolete 
very, very fast, and we never know when this is going to happen. 

Senator Bieter. Do you have any average life on your equipment? 
I know that is a hard question to ariswer. 

Mr. Suipeter. We never can tell, because with the rapid advances 
that are being made in our type of business a piece of equipment we 
bought last month may be obsolete tomorrow. 

Senator Bisie. Because of improved technology ? 

Senator Atxorr. I had the same question. 

Mr. Erickson. On this same point you find that the Internal Reve- 
nue Bureau permits you adequate depreciation rates in your opinion ? 

Mr. Suipeter. We haven’t had too much of a battle with the In- 
ternal Revenue Service on depreciation schedules. For instance, some 
of our machinery is used around abrasives and wears out very rapidly, 
and we have claimed 5 years depreciation on this stuff, never more than 
that, and it has always been allowed, so, perhaps, if we ask for a faster 
rate of depreciation, perhaps we would get it in some cases. 

Senator Brete. Thank you. 

Mr. Suweter. Furthermore, such an allowance to small business 
would not be out of line with the type of encouragement given natural 
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resource developers through depletion allowances on a percentage 
basis. 

(4) Specific revisions in renegotiation procedures to protect small 
business from the fallacious reasoning which takes profits from them 
on the basis that the return on investment has been too high. Most 
small business is undercapitalized through no fault of their own, and 
they also deal to a relatively greater extent than big business in serv- 
ices. That is, a greater proportion of their effort is represented by 
labor rather than investment in plant. A higher return on this type 
of investment seems quite in line with equitable treatment. Further, 
I think that it is absolutely impossible for any group of men to intelli- 
gently arrive at what represents a fair return on investment without an 
extremely intimate knowledge = the particular company, the industry 
within which it operates, and a very reliable st: andard of efficiency 
against which to judge the firm’ s efforts. Since such information is 
usually not available to renegotiation boards and is practically impos- 
sible to obtain, small business needs protection from rulings in all but 
the most flagrant examples of excessive profits. 

Senator Brste. How do you accomplish that protection, Mr. Shi- 
deler? I think you are the first in our series of small-business hearings 
that have commented on these renegotiation difficulties. 

Mr. Suripeter. Renegotiation has been particularly vicious in our 
case. During World War II nobody knew what it was going to cost 
to produce a crystal. We did not, and the Government did not know. 
So naturally we were paid excessive profits. I believe in the principle 
of renegotiation, but the method of application sometimes presents 
difficulties. 

Senator Binur. Do you have any concrete or specific suggestions to 
make to prevent that ? 

Mr. Sumpeter. Yes. I don’t know all the answers, but the fact that 
the percentage of profits with a firm are allowed to keep apace with 
costs is one very bad situation, because at the end of World War II we 
were quite an efficient operation. Well, volume reduced the price of 
our product to the Government, and at the end of the war we were pro- 
ducing crystals in some instances for half the price that other com- 
panies were charging the Government for them. We were allowed to 
retain only a slightly larger percentage of profit based on our costs 
than the other guy who produced only half as many crystals as we did. 
In my estimation, that is not an equitable or fair situation. 

The other thing, of course, is that renegotiation is based on 1 year at 
a time, and this is very, very bad for us, because of the ups and downs 
in our structure. For instance, we are right now on a renegotiation 
bill for 1953 in face of the fact that we lost money in 1954 and 1955. 
We expect to show a profit this year, onee God. But it is really a 
struggle. We could have advanced much faster had we had some sort 
of a carryback and carryforward provision in renegotiation as well as 
in taxes. I believe that this probably would help more than anything. 

Senator Brpue. a ink you very much, Mr. Shideler. 

Mr. Sutweter. (5) Reinstatement of provision for handling ac- 
crued income and expense items for tax purposes in accordance “with 
good accounting practice. 

(6) Another relief possibility would be to include in the Internal 
Revenue Code a provision to allow small closely held corporations to 
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be taxed as partnerships if they so desire. This brings out what some 
of the previous gentlemen said. 

Senator Brste. We hear that suggestion made constantly. 

Mr. Suipeer. The changes outlined above can be made with little 
or no ultimate loss in reveunue to the Federal Government. There 
can be no change worthy of the name “tax relief” which will not reduce 
revenues based on a computation using present earnings as a base. 
Recognizing the Federal Government requirements, I do not believe 
that general tax reilef is feasible at this time, but I do feel that specific 
relief in the area of small-business taxation is essential to the survival] 
and continued success of small-business enterprise in this country. 

Senator Bretz. Thank you very much, Mr. Shideler. I think that 
isa very carefully thought out paper. 

Our next witness is Mr. Harmsen. 

Mr. Hmur«er. Mr. Harmsen is out of town, and he asked me to 

inch hit for him. I do not know that I can do the job he could, 
ut I do have some of the thinking that he has turned in. It is 
nice to see you, Mr. Erickson. 

Senator Brste. Could you identify yourself for the record? 


STATEMENT OF F. C. HILLIKER, VICE PRESIDENT, JOLLY RANCHER 
CANDIES, INC., WHEAT RIDGE, COLO. 


Mr. HirurKcer. My name is F. C. Hilliker, and I am vice president 
of Jolly Rancher Candies, Inc. We do business out of Wheat Ridge, 
Colo., which is a suburb of Denver. 

Senator Brete. Can you tell us what Jolly Rancher Candies, Inc., is? 

Mr. Hinirker. We manufacture candies, both types, a hard candy 
in the low-priced field, and we also manufacture chocolates in the 
popular-priced field, and it is a high-quality product all the way 
through. It is comparable to many of the eastern candies. 

Senator Brste. How many people does your corporation employ ? 

Mr. Hitiixer. We have 52 people employed at the present time. 

Senator Biete. You may proceed. 

Mr. Hitircer. The satements which were formulated by Mr. Harm- 
sen and discussed with me before his departure were the statements 
as to what Jolly Rancher Candies, Inc., thinks would be of particular 
help taxwise in helping a small business gain stature. I did hear 
what Mr. Zarni had to say and the other gentlemen preceding me, 
and I think we fall much in line with that sort of thinking all the 
way through. I can’t say exactly in this first item what we would 
suggest in lieu of what the committee might think, but we would like 
to think in the terms that a term-tax exemption for small businesses 
who wish to invest money for expansion of facilities for production. 
We would like to provide a 5- or 10-year tax moratorium, the amount 
not to exceed $30,000 per year, provided this exemption is used and 
applied to increasing the net worth of the business: New equipment, 
plant facilities, retirement of debt. It would increase capital assets 
and reduce the burden of liability, thereby enabling one to use profits 
to establish business on a sound financial basis. 

_An alternative method of depreciating used equipment as well as 
new equipment. Method now of depreciating used equipment is the 
straight-line method. That is to establish a useful life and depre- 
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ciate in equal annual amounts. By using the declining balance 
method it would enable the business to deduct approximately twice 
the amount of depreciation as allowed under straight-line method, 
during the first year. By using this method in the { first 4 years of 
depreci iation you would be allowed to retain additional earnings for 
investment and expansion of the business. Whereas, under the pres- 
ent straight-line method, a sizable amount is paid out in income taxes 
during these years, which, of course, could be used in the development 
of the organization. 

The necessity for small business to have a graduated corporate tax 
rate instead of a fixed rate as it is now for all corporations regardless 
of size. If small-business income-tax rates could be paralleled to that 
of an individual income-tax rate, it would be more equitable than 
having small business taxed at the same rate as big business, as it is 
now. Limits itions, rates, and laws applying to small and big business 
are today identical, which is unfair because it hampers ‘the small 
business, allowing big business to retain a larger percentage of profits, 
because their profits are larger due to volume. A graduated rate 
according to net income would be more equitable allowing the small 
business to retain more of its ear nings for growth purposes, so that 
they, too, may assume a role of big business through their efforts and, 
of course, later the Government “would have the. necessary tax-rate 
profit from that sort of thing. 

Senator Brstzr. Thank you very much for your helpful contribu- 
tion to this committee. To the best of my knowledge this is the first 
time that this specific suggestion has been made, of allowing a flat 
$30,000 per year, as I underst: und, on either a 5- or 10-year basis as a 
deductible item. 

Mr. Hiiixer. May I say this in defense of that: It doesn’t mean 
that it is a necessary set item nor does the time limit have to apply. 
It is primarily a thought to cast out that might be set up as far as 
the SBA is concerned, | that might allow the business to use it when- 
ever within a time limit it is thought necessary but possibly not every 
year. 

Senator Brate. If they were making an expenditure of $30,000 in 
195 57, your thought is that would be a moratorium on this one this year 
and next year ? 

Mr. Hitircer. It would not apply. We do not know the final deal- 
ings of this as far as the committee puts these things together or what 
the Government thinking is. Naturally, we are interested in keeping 
the level of the tax income the same as it approximately is as far as 
the Government is concerned but giving a little bit of thought to the 
smaller business in helping them to deprec iate a little more in their 
income too. 

Senator Bratz. Thank you. 

Mr. Erickson. Mr. Hilliker, one further question: This No. 1, 
your first suggestion is a form of reinvestment deduction ? 

Mr. Hitxu1xer. Right, absolutely. 

Mr. Erickson. Now, if you or your organization, as you under- 
stand it, had to choose between your reinvestment suggestion and 
your graduated income tax, which of those two methods would you 
choose ? 

Mr. HriurKer. No. 1. 

Mr. Erickson. Thank you. 

97385—58—pt. 3——4 
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Senator Brste. Thank you very much. Our next witness is R. L. 
Arnold. 


STATEMENT OF RAYMOND L. ARNOLD, PRESIDENT, ARNOLD 
MACHINERY CO., SALT LAKE CITY, UTAH 


Mr. Arnotp. My name is Raymond L. Arnold. 

Senator Brste. We are very hi ippy to have you with us, Mr. Arn- 
old. I understand you are visiting us from Salt Lake City, Utah. 
We are glad to have you participate in this small-business hearing. 

Mr. Arwoxp. I think I shall just read this statement and perhaps 
conclude with 1 or 2 comments generally. 

Senator Bratz. Certainly. 

Mr. Arnotp. My name is Raymond L. Arnold, president of Arnold 
Machinery Co., of Salt Lake City. Arnold Machinery Co. distributes 
construction and industrial machiner y in the Salt Lake trade area, 
consisting of the State of Utah, most of Idaho and parts of Wyoming 
and Nevada. Until the middle of 1957, Arnold Machinery Co. had 
3 subsidiary corporations; 2 in Salt Lake and 1 in Denver, Colo., 
selling farm machinery wholesale. One corporation, or subsidiary, 
in Salt Lake and the one in Denver distributed a major line of tractors 
and equipment. The four companies are solely in the distributing 
business buying from manufacturers and se ling to others. Average 
employment has been 95 people. The total number of people de- 
pendent on these companies for their living is approximately 350. 
There are about 100 stockholders, mostly employees and their fam- 
ilies. 

The case I present today is typical of the problem of small- and 
medium-sized business. The present tax structure is the principal 
factor limiting the growth of these concerns. All of our great com- 
panies grew from small ones, mostly from the reinvestment of earn- 
ings. The present tax structure is particularly hard on businesses 
that have growth potential. This is especially true in the distribu- 
ting phase “because of the fluctuation of income from year to year. I 
show an ezuinple below of the profit before Federal income tax for 
the 5 years 1952 through 1956 for a growing small business. This, 
as well as other examples used in this statement, is taken from actual 
business operating reports which sources can be revealed to the com- 
mittee in confidence. 

Profit before Federal income tax : 1952, $281,000; 1953, $9,000; 1954, 
1954, $91,000; 1955, $94,000; 1956, $11,000. All businesses from the 
sm: allest to the lar gest, are important to the American economy. The 
large businesses by their very size, are able to attract capital and man- 
power to cope with burdensome taxes. 

In a highly competitive economy, potential growth businesses which 
are mostly i in the distributing trades and the small manufacturing in- 
dustries are hurt most by taxes. These companies need capital for 
inventory and receivables if they are to survive and maintain their 
relative position in the economy. An example below shows the dif- 
ference in ratio between one of these distributing companies and a 
fairly large manufacturing company in the construction industry. 

Inventory and receivables, small distributors, $1, 376 ,000, large 
manufacturer, $22,200,000. Invested and retained earnings, small dis- 
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tributor, $691,000, large manufacturer, $34,900,000. Ratio of invest- 
ment to inventory and receivables: Small distr ibutor, 0.5to1. Large 
manufacturer, 1.6 to 1. You will note that the investment and retained 
earnings of the manufacturer is ov er 114 times his total inventory and 
receivables. In other words, there is very little short-term borrowing 
required for this large company because the invested and retaine 
earnings exceed the inventory and receivables. On the contrary, the 
small growing company has an inventory and receivable figure of 
over twice its investment and retained earnings which means s that it 
has to make up this difference with short- term borrowi ing which is 
extremely hazardous. This shows the terrific need for additional 
capital for the distributing company. 

One of the most important factors in this example is that these 
medium-sized companies employ almost one-third of the people em- 
ploye «1 in industry in the United States. 

The tax impact, added to the normal operational and competitive 
problems of these smaller distributive businesses, makes operation ex- 
tremely hazardous. Distributors have little control over the prices 

they pay for the merchandise sold since they can have no influence on 
the costs of the manufacturer of the pr oduct, and they are squeezed 
between the price they must pay the manuf: icturer and the competi- 
tive prices at which they have to sell the merchandise. 

Nearly all companies engaged in distribution are at the mercy of 
their manufacturers in regard to changes in methods of distribution 
and mergers between manufacturers which can cost the loss of a sub- 
stantial part of their business. Arnold Machinery Co. and its sub- 
sidiaries have lost 4 major accounts in the last 5 years due either to 
mergers or a shift from distribution through independent distribu- 
tors to branch distribution. As a matter of fact, a change to branch 
distribution by a large manufacturer forced the liquidation of two of 
these subsidiaries during 1957. 

Many of the manufacturers represented by these distributors are 
small- and medium-sized companies which have a tax problem them- 
selves. Usually this is a combination of an estate-tax problem and 
a need for additional capital to continue growth and remain com- 
petitive. A provision in the tax law to permit the purchase of estate 
tax anticipation certificates, excluded from the taxable estate and 
the payment of estate taxes within 10 years after death, would re- 
lieve the necessity of many mergers. 

Mr. Erickson. Right at that point, Mr. Chairman, if I may 

Senator Brats. Go ahead, Mr. Erickson. 

Mr. Errcxson. Do you feel that both of those provisions are neces- 
sary? Do you feel it is necessary to have tax-anticipation certificates 
and a 10-year installment period ? 

Mr. Arnotp. Yes, I do, because some of these companies that we 
are talking about, and they are still small business, are companies 
with a net worth that may be $5 million to $10 million which, if it is 
closely held, have a terrific tax impact, and that is the thing that 
makes these small manufacturers merge with the big ones and was 
brought up previously, so that you need, you need both the question 
of tax-free accumulations before death and then a period of time 
to liquidate the rest of the taxable obligation. 

Mr. Ertcxson. I am wondering, Mr. Arnold, and I present to you 
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this question: Do you believe that businesses, if they were permitted 
to pay the estate tax on an owner’s death over a 10-year period, would 
isolate cash and funds prior to death ? 

Mr. Arnotp. It would be businesses, particularly individual owner- 
ships, if the amount accumulated there, there would probably be 
some top limit of $10,000, if the amount accumulated wasn’t against 
his estate. The way you stand today, if you lay up cash money to 
pay death taxes, that adds to your estate. 

Mr. Erickson. Don’t you think that the installment period after 
death fosters the continued growth where tax anticipation merely 
fosters the accumulation of dead cash ? 

Mr. Arnoip. No, because mostly the previous accumulation would 
be more on an individual basis than on a corporate basis. It would 
be a question of an individual protecting himself, for a lot of his hold- 
ings might be in asmall corporation. 

Mr. Ertcxson. Thank you. 

Mr. Arnotp. Furthermore, practically all of these distributive busi- 
nesses are tied to specific localities and their fortunes fluctuate with 
the business activity in that locality. They cannot average out na- 
tionally as can the large corporations. These companies need help, 
not in the form of loans or subsidies, but in relief from unrealistic and 
burdensome taxation. 

The tax relief needed by these small growth businesses is to allow 
them to deduct from their taxable earnings for reinvestment a per- 
centage of their taxable income before the computation of the tax, 
This would permit the expansion of the business and an increase in 
earnings which would eventually return greater taxes to the Govern- 
ment in spite of the reduction allowed. 

The tax impact in highly competitive industry is shown in the fol- 
lowing example: For a 5-year total, sales, $29 million. Pretax profits 
are $261,000 or nine-tenths of 1 percent. Federal income tax is $116,- 
000 or four-tenths of 1 percent. After tax profit is $145,000 or five- 
tenths of 1 percent. 

In addition to the Federal income tax, these small companies have 
a heavy burden of local, property and employment taxes. In fact, 
they are one of the important sources of local government financial 
support. If these taxes are added to the Federal income tax, the total 
tax and pension costs would add up as fellows: Federal income tax, 
$116,000. Other taxes, mostly not based cn income, $121,000. Em- 

loyee insurance and taxes, $43,000. Employee pension costs, 
$117,000. Fora total of $397,000. 

While pension costs included above are not taxes, today’s competi- 
tion to retain employees makes it almost essential that a company 
have such a plan. These figures show how small the profits are 
compared to the tax and pension costs, which are almost three times 
the after-tax profits. 

These figures also show how important these growth companies are 
to the national economy. They provide a steady employment for a 
substantial number of people, pay a large share of the local taxes, 
and create the real competition in industry. It is important that the 
natural squeeze of their position not be increased by burdensome 
Federal taxation. 

To show why companies of this size need to make a great deal more 
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money than in the above example, I quote another example showing 
the effect of inflation on this same company : 


Total profit after tak, 5 Fourie vi i eens breeds $145, 000 
D.onthem tri vanteny och. 3cccncaddnsnesadedbsantiakorre nimrmmnwatbe 786, 000 
20-percent price inflation (5 years) ------------ $157,200 $157,200 (145, 000) 
VETOLG LOVER COD. iewak cn maeacew 800, 000 

G POreene Given. 62 i 5 ee es 18, 000 

Gene fies li eh Le ees ih esae 90, 000 90, 000 


247,200 247,200 
(—102, 200) 

The loss of ground suffered by this company has been made up by 
curtailing the dividends, which, of course, makes it harder to raise 
any outside money, and through increased short-term borrowing at 
banks which is an unsound condition and jeopardizes the very exist- 
ence of many such companies. 

It may be argued that the carry-forward and carryback of losses 
included in the present tax law takes care of this fluctuating income, 
but this is not the case because any company that claims a refund 
of taxes must face an inquisition by tax collectors, and no auditor can 
keep a set of books in such a way that some other auditor can’t find 
a different way to keep them that would cost more money in taxes. 

Also to be considered is the fact that the $25,000 breaking point 
between normal and surtaxes was set back in the early 1940's, during 
which time the United States has suffered over 100 percent inflation in 
prices. 

In conclusion, it is my opinion that the present tax structure is 
sharply limiting the ability of small companies to grow and become 
real competition to the large companies. Our country is losing much 
of its business leadership because capable men are discouraged by the 
tax problems that come from growing larger. Small business needs 
tax relief that will allow it to retain a larger portion of its earnings 
in the business and some protection against the effect of the estate tax 
if it is successful in growing. 

Senator Brete. Thank you very much, Mr: Arnold. Would you 
have any specific suggestions on the first suggestion that you make 
in that last sentence, to allow small business to retain a larger portion 
of its earnings? 

Mr. Arnoip. I mentioned in the body although I didn’t refer defi- 
nitely to the bill, I have looked at several of the bills that have been 
offered, and I think the Curtis bill, H. R. 5735, and Senate 1820 come 
closest to the idea that I have in mind on relief, and the only other 
comment I would like to make is that 

Mr. Erickson. May Linterrupt? You are thinking of the reinvest- 
ment provision and the estate-tax provision of the Curtis bill and the 
Potter bill? 

Mr. Arnoup. Yes. 

Mr. Erickson. All right. 

Mr, Arnoxp. I think generally that the major point in these com- 
panies, particularly these middle-sized companies, is their importance 
asemployers. The head of the company himself in undoubtedly doing 
all right. The real importance of these businesses is the people who 
are working for him. Almost a third of the people employed in in- 
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dustry are working in this kind of business, and, if a man who is run- 
ning it is penalized or it is made too hard for him to operate, it is 
going to curtail employment, a very important factor in the American 
economy. The second thing is this question of the overall Federal 
budget as it relates to this problem, and I would just like to suggest 
the possibility that the problem of relief for small- and middle-sized 
business might be even greater than some of the national problems, 
because what good will it do us to maintain a national position if we 
lose the whole middle out of the American economy which is these 
middle-sized businesses, and I think it is a critical situation now, and 
whether or not there are enough savings in the Federal budget to 
allowed for the necessary expense, defense expenses, I do not know, 
but I certainly think that the Federal Government is in a position 
of a family when it finds itself faced with the necessary capital ex- 
penditure of a furnace that cannot be put off any longer, and maybe 
they have to cut out a couple of picture shows they are going to or 
something like that. Ithink maybe the Federal Government has some 
whole areas that might be cut out in order to protect an important part 
of itseconomy. 

Senator Brste. I think there is much in what you say, Mr. Arnold. 
I think we do recognize there is considerable fat even yet particularly 
in the domestic budget, and I certainly hope that some can be cut 
there. I feel in all candor and honesty with the defense picture and 
our interest in national security that we can well expect some increase 
in budgetary requirements for defense. 

I think last year it was something like $34 billion, which is a stag- 
gering amount this last session, and that is going to be one of the 
real problems we have. You are aware of the fact that the President 
has said that he hopes that we can get into this space world in which 
we are in right today by means of savings and other programs, and 
that is going to be one of the really difficult issues that will face us 
when we go back to Congress on January 7. I appreciate your senti- 
ments. 

Senator Anxorr. I have no questions. Thank you, Mr. Chairman, 

Senator Bree. Mr. Erickson ? 

Mr. Erickson. No questions. 

Senator Bratz. We will thank those that participated this morning. 
I think you have given this committee some very helpful and informa- 
tive information. We will hope to conclude our hearings this after- 
noon, and we will be in recess until 2 o’clock. Thank you very much. 

(Thereupon, at 12 noon, the committee recessed to reconvene at 
2 p.m. of the same day.) 


AFTERNOON SESSION 


Senator Bretz. Our meeting will come to order. The first witness 
is Mr. Floyd K. Haskell, attorney, of Denver, Colo. I will be very 
happy to hear from you, Mr. Haskell, if you will come forward and 
be seated in that chair. You have presented the committee with a pre- 
pared statement, and you may develop it in full. It seems to be a 
comparatively short statement. 
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STATEMENT OF FLOYD K. HASKELL, ATTORNEY AT LAW, 
DENVER, COLO. 


Mr. Hasxetu. Senator Bible, my first understanding was that the 
committee was interested primarily in where the Internal Revenue 
Code as it now exists may discriminate against small business pre- 
sumably unintentionally, and I have merely three matters that I would 
like to present to the committee that evolve around, first, pension plan 
for the self-employed; second, the desirability of a corporation elect- 
ing to be disregarded for tax purposes, that is, the counterpart of 
the partnership electing to be taxed as a corporation; and the third 
subject is to explore the reasons and the possibility of deferring taxes 
on new and small businesses. 

Now, first, as to the pension plan situation it seems to be that small 
business is represented and, of course, here as a witness I have to con- 
fess self-interest since I am self-employed, but a great part of small 
business is made up of self-employed and farm population unless you 
get into a very large farm, the professional class as a group, and then 
the very small businesses that operate stores throughout various cities 
and towns in the Nation. 

Now, the employee of the major corporation can have a portion of 
his earnings set aside free of income tax and then upon retirement 
or disability he will receive that payment and then pay tax presuma- 
bly at a much lower rate than he would, of course, during the pay 
period. This privilege of deferring taxes is denied the self-employed, 
and bills on this particular subject from time to time have been intro- 
duced and I believe have been reported out of the Ways and Means 
Committee to the House. Representative Reed of New York, I know, 
sponsored one of the bills; and it seems to me desirable that there be 
some type of deferral of some portion of income for the self-employed 
comparable to the employed for many reasons. One is that under the 
ce tax structure it is very difficult for an individual to accumu- 
ate moneys for his retirement out of his aftertax income and, sec- 
ond, and I think possibly more important, that this security granted 
to the employee of a corporation often operates to tie the employee 
to a corporation rather than have him go out on his own, and I in 
my very limited experience actually know of at least two individuals 
who did not go out on their own when they had an opportunity be- 
cause they could not afford to leave the security provided by their 
employer, the pension plan being one form of security, and I mention 
in my statement other forms of security that the corporation can 
give to their employees. 

Senator Brexe. Isn’t it true that a lawyer today is under the Social 
Security Act? 

Mr. Haske.u. Yes; he is, Senator Bible, but these pension plans of 
corporations are supplemental to social security. 

Senator Breie. Correct. 

Mr. Errcxson. Are you leaving that subject? 

Mr. Hasxetri. Yes; I am. 

Mr. Erickson. I wonder if I might interrupt, Mr. Chairman. 

Senator Brute. Certainly. 
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Mr. Erickson. Which type of plan would you favor for the self- 
employed, where you allow them to put away for themselves or be’ 
included in a pension plan ? 

Mr. Hasxe.u. I do not see how they could participate in plans for 
employees since they are not employed. Maybe I misunderstood 
you, Mr. Erickson. My thought would be this: that an individual 
would contribute for himself up to a certain limit, percentage limit 
of his earnings, just exactly the way you have it now in the code for 
employees, but that money must be put aside so that he can’t get 
it. In other words, it would not be right to say, “I will just equalize 
my income out and I will put something in this year and take it out 
next year.” I think it could be done in two forms. No. 1, he could 
in effect buy annuities for himself, and there would have to be spe- 
cial provisions in the contract to prevent him from drawing down 
cash values. No. 2, he should have to elect to put moneys in a trust 
which would be administered, let’s say, by a national bank or some- 
thing like that; in other words, have safeguards so that he could 
not just level out his income and put.that money beyond his control 
just the way it is beyond the control of the corporate employee. Does 
that answer the question ? 

Mr. Ertcxson. The alternative which I obviously didn’t make clear 
to you was a statutory provision making it possible for an employer, 
self-employed person, not a self-employed person but an employer— 
allow him to be treated by statute as an employee of his own Catan 
In other words, give the aura of corporation for that one purpose 
and treat it as an employee and thus be able to belong to his own 
employees’ pension plan which would meet the requirement. 

Mr. Haske. I think that would be a perfectly satisfactory way of 
doing it, Mr. Erickson, and at the same time you would have to have 
the same safeguards that I was talking about. I think, as a matter of 
fact, your suggestion might be better than mine, because your sugges- 
tion then, the self-employed employer would have to adopt a plan for 
his whole organization, and that would be more in line with the provi- 
sions of the code as existing. So, I believe that would be more 
desirable. 

The second subject which I would like to mention is the ability for 
a small] business to elect to operate as a corporation but not to be taxed 
as acorporation. This goes to a very small business, and I have had in 
my practice men who really have small businesses who want to operate 
as a corporation, and then it has been explained to them that the cor- 
poration is subject to a tax and any distributions to them are again 
subject to a tax if the distribution be other than in salary, and that has 
been sufficient to deter them from operating in corporate form. I think 
it would be extremely practical to allow the small business—and I 
would put a test of income, a certain amount of income generated by a 
business, add to that the man’s salary, and, if that is under the ceiling, 
then allow him to elect to have all those earnings taxed to him. If it is 
more to his advantage that way, I do not think there is much of a loss of 
revenue, because I do find that the people figure it out anyway, and 
they operate as a sole proprietorship rather than a corporation. I 
think it would allow that small man to have the protection from liabili- 
ties afforded by the corporation. 
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Mr. Erickson. Why do you feel that limitation on income is neces- 
sary ? 

Mr. Hasxe.u. Well, suppose General Motors should decide to be 
treated as a partnership, or disregard maybe the income limitation, if 
you had the large corporation allowi ing that election it is almost incon- 
ceivable General Motors could, but there is the problem. The Govern- 
ment gets 52 percent of large corporate taxes, and if you had, let’s say, 
multiple owners of a business you might be able to spread the income 
around to such an extent that there would be a substantial loss of reve- 
nue by taxing the individuals. - 

Mr. Ertcxson. The reason I raised that point, the committee is 
always confronted with the problem of defining small business. Any 
time you delineate to the point that a small business becomes big busi- 
ness you run into problems. Most people believe that small business is 
my business and business smaller than mine. That is so often the case 
that the committee tries to avoid the definition. The limits such as you 
suggest would be, in fact, would be a definition of small business by 
income; and, of course, there are many concerns where the income 
would vary maybe : above and below such an artificial limit year by year. 
One year they “would be in a position under such a limit and another 
year above it. We wonder sometimes if that limit, if the practical 
application and the accounting involved, would not in fact keep the 
larger concerns away from making such an election, because, of course, 
they would have some of their owners, some of their stockholders, who 
would be so large in income and in ‘their holdings that they would 
necessarily be té ixed at a greater rate, and they would have an influence 
on the corporation to keep it from mi aking such an election and, in fact, 
costing them money. 

Mr. Haskexti. Your thought being then that there should be no 
income limitation ? 

Mr. Erickson. At least I present that to you. If you don’t, from 
your experience, think that would—— 

Mr. Hasxevi. Here is my experience, and this would be that the 
substantial—again, let’s not try to make a definition—but the sub- 
stantial businessman would prefer, and it is to his advantage, to op- 
erate as a corporation, because the earnings generated from ‘the busi- 
ness would put him, individually—assuming a close group in such a 
high bracket, it is only the very small man who would use this 
election. 

Mr. Erickson. Right. 

Mr. Hasxetzi. Yet I think there should be some kind of limitation 
in case it should develop that, under a circumstance of very diverse 
ownership, 100 stockholders of a business earning $100,000, let’s say, I 
do not think that that is—that is not the type of person I have in 
mind, I do not believe that should be permitted to make an election. 

Mr. Erickson. Here is the thing on that exact point, and, again, I 
throw it out for your consideration: Such an election, I think you 
would agree, as a practical matter would have to be binding for some 
period of time. You could not permit a business to elect back and 
forth on a yearly basis. 

Mr. Hasrerzt. Absolutely. 

Mr. Erickson. A concern of diverse ownership may have a year 
where they fall down within a so-called limit, but, also, because of its 
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size would probably not for that period of limitation unless they 
would make their election, but as a practical matter for maybe most 
of the period they would be hurt by it. 

Mr. Hasxexu. In other words, my suggestion on election is that a 
business be given an initial election. 

Mr. Erickson. Right. 

Mr. Hasxext. And that it be able to reverse that election once, but 
once it has reversed that election then it is taxed fully as a corpora- 
tion. I think that this business of going back and forth, that if you 
adopt that theory, then you don’t have the problem of going back and 
forth within this upper limit. 

Mr. Erickson. We have heard some suggestions in permitting the 
election every 4 years. What this is intended for is a benefit to the 
smaller concerns to allow them to get the benefit of being taxed as a 
corporation or a partnership, whichever will benefit them most. 
Business conditions will change over a period of time. You don’t 
want this constant wiggle-w aggle back and forth. But a period of 4 
years, allowing an election every 4 years to see whether they want 
to keep that choice, might be administratively feasible and actually 
better accomplish what the committee and what the people who bring 
this suggestion forward are trying to do. 

Mr. Hasxetxi. Well, I think that is a good thought. I think I 
would go along with that; that would be 4 years, 5 years, whatever 
you picked would be reasonable. 

Senator Bratz. Of course, you state here they make one election. 

Mr. Hasxety. I state here that it is binding. Mr. Erickson’s 
thought is different. 

Senator Brats. You make your posit ion clear. 

Mr. Messick. There is a possibility that there might, instead of an 
income limitation, be a number-of-stockholders limitation. How 
would you feel about something of that sort, and what should the 
number be ? 

Mr. Hasxetu. My thinking is that this would benefit only the very 
closely held groups and that, therefore, and that is what it is intended 
to do, the closely held organization, and, therefore, I think it would 
be entirely feasible and would not defeat the purpose of any proposed 
legislation if you put a reasonable number of stockholders on that, 
and you have to use the attribution-of-ownership rules the way it is 
elsewhere in the code. What the limits would be; I haven’t thought 
about that. 

The third point that I would like to mention is the possibility of 
deferring income taxes on new small businesses. No, I would like to 
put it in ‘this background: The largest business can raise capital. Ths 
large business can go to the public, ‘and it can have its securities under- 
written, stock under written, and it can raise capital from that source. 
Further more, the large business can go to an insurance company and 
sell its bonds. 

The small business is utterly unable to do that, at least as I view it. 
In the first place, people don’t want to own stock in a small concern 
because of a limited market. io it is practically impossible to sell to 
the public an equity security. A debt security is very difficult to sell, 
first, because an insurance company, in my estimation, goes to the same 
expense of investigation whether it is going to buy bonds of a million 
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dollars or whether it is going to buy bonds of $100,000, and then, 
furthermore, there is the same followup, keeping in touch. So, they 
would obviously prefer to buy an issue of a million dollars. 

Banks are reluctant to loan money to a small concern, primarily, 
because it is new, its lack of experience history, and, if they do make 
a loan, they will make in on a short-term basis only. My conclusion 
is that about the only way a small business can get on its feet or 
finance its growth is through accumulation of earnings, and it is 
difficult to make any sizable accumulations, particularly if they are in 
the 52-percent bracket out of earnings. Of course, they accumulate, 
they accumulate at least 48 percent, but I think it would be desirable 
if legislation could be adopted permitting a deferral. I use the word 

“deferral” advisedly, because 1 do not believe that, as least at this 
juncture, we should completely exempt from tax new businesses, small 
business. I think we could defer taxes for a reasonable period. 
Now, if such legislation was proposed, again, there would have to be 
reasonable safeguards, Large financial interests, just because they 
happen to start a new business and put a small amount of money into 
it, should not get the advantage of this deferral, nor should a Jarge 
business get the advantage of this, because, as I, in my opinion, think, 
they can go to the market place and get money. So, I believe that a 
statute could be drafted which would protect the Goreeniaania s interest 
and which, at the same time, would give very much needed relief and 
impetus to new small business. 

Senator Biste. You think there should be some limit on the 
amount? That has been suggested. 

Mr. Haske. Yes, sir; I do. I would think $25,000 is, possibly, 
too small. 

Senator Brste. You are talking about reinvestment for purposes 
of capital ? 

Mr. Hasxeuu. That’s right. I believe, Senator, that somewhere in 
the neighborhood of $50,000 would catch many of these businesses 
that have this problem. There will be other gentlemen here who will 
say that is too small or too large, but it seems to me that when you get 
over the $50,000-earning mark then you can go to the market place. 

Mr. Erickson. Mr. Haskell, on this point, just to clarify my own 
mind on it, what you are suggesting is actually a form of reinvest- 
ment deferral ? 

Mr. Hasketu. Yes, sir. 

Mr. Ertcxson. You would provide for deferring of taxes only on 
funds which were kept within the business ? 

Mr. Hasketu. Correct. 

Mr. Erickson. Used for growth, expansion ? 

Mr. Hasxeti. Additional working capital, whatever it might be. 

Mr. Erickson. We have heard much testimony in other parts of the 
country on a reinvestment deduction. Now, you have expressed pref- 
erence for deferral rather than a deduction. 

Mr. Hasketx. Well, obviously, everybody would like to have less 
taxes, but I think deferral would et the job done. 

Mr. Erickson. Right. I wanted to clarify this other deduction 
point. Now, the way it has been—to get your view on it, the way it 
has been presented in other cities is to provide a deduction for an 
amount reinvested in the business, but then, as a safeguard, not to 
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allow depreciation on the assets so invested, and in that way providing 
nothing more than a deferral for a fact when in later years the depre- 
ciation expense will not now be taken. So it would result when we 
are talking about deduction and deferrals we are really talking about 
the same thing. 

Mr. Hasketi. Yes. Yes; except unless, as I say, the earnings were 
used to increase working capital. 

Mr. Erickson. Right. 

Mr. Hasxetn. Where if you don’t put it in planned equipment, you 
don’t have any depreciation. Then my suggestion would be a little 
bit different than the one you mentioned. 

Mr. Erickson. To the extent we are talking about investment in 
plant equipment, we are talking about the same thing, but this other 
thing we do have a point of difference. 

Mr. Hasketz. Exactly. 

Senator Brete. Thank you very much, Mr. Haskell. We appreciate 

our testimony. 

(Mr. Haskell’s written statement is as follows :) 


As I understand it, the committee is interested in determining whether or not 
the Federal income tax laws discriminate against small business. If discrimi- 
nation is present, the committee is interested in determining the major areas of 
such discrimination. 

I will direct my remarks to 3 problems—all 3 of which are examples of 
unintentional discrimination. First, small business to the extent that it is 
represented by partnerships and sole proprietorships is denied the benefits of 
deferring the payment of income taxes when earnings are put aside to provide 
for retirement or disability benefits. Second, under the Federal tax structure, 
small business cannot as a practical matter, obtain the limited liability benefits 
incident to operation in corporate form. Third, in my opinion, there is a need to 
permit small new businesses to defer the payment of income taxes for a reason- 
able period. This third suggestion may sound like a tax relief proposal ; however, 
as I will point out later, such a measure would eliminate discrimination not 
imposed by the tax laws but imposed by economic circumstances. 

Pension plan: The social desirability of permitting an individual to provide 
for old-age security and family security in the event of disability is not subject 
to debate. This principle is reflected in the Social Security Act and has also been 
recognized for many years in the Internal Revenue Code. By special provision 
a portion of what would otherwise be income to an employee may be put aside 
for his benefit, free of income tax to him. He is taxed on this amount only when 
he receives it upon retirement, disability, or severance of employment. 

This very considerable tax benefit is available to the lowest- and to the highest- 
paid employee, whether he earns $3,000 or $300,000 a year. 

On the other hand, it is not available to the self-employed and I presume that 
the committee will agree that the self-employed constitute a major segment of 
small business. The farmer, generally speaking, is self-employed; similarly are 
most members of the legal, medical, accounting, and other professions. Gener- 
ally speaking, this is also true of the small service or retail business—the repair 
shop, the corner drugstore, and the like. Yet, under our Federal tax structure, 
these individuals do not have the privilege afforded for instance to the wage- 
earners and executives of large corporations, of placing a portion of their earn- 
ings, free of tax, into a fund to purchase retirement benefits. 

As the committee is aware, bills have been introduced in Congress from time 
to time designed to eliminate this area of discrimination. These bills have pro- 
vided a limitation upon the percentage of earnings which could be put aside free 
of tax until retirement and have provided safeguards to insure that the funds 
so put aside would be used only for retirement or disability benefits. 

Entirely apart from the discriminatory aspects of the present law, there is 
another and perhaps more important reason for enacting such legislation. The 
committee would probably agree that individual citizens should be encouraged 
to be self-employed and to develop their own enterprises. Unfortunately, our 
tax laws operate as a deterrent. 
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Encouragement is actually given to become an employee. For example, an 
employee of the large corporation, in addition to the pension benefits, may be 
covered by a group life insuruance policy paid by the employer, and no portion 
of the premium being taxable income to the employee. Further, as an induce- 
ment to be employed, the corporate employee has the benefit of the restricted 
stock option. The total of these benefits provide a large degree of security to 
the employee and in certain specific instances of which I have personal knowledge, 
have deterred individuals from leaving the employ of an employer having these 
benefits and setting up their own businesses. 

Election of corporation to be disregarded for income tax purposes: The Federal 
income tax laws impose a tax first upon corporate income and second upon the 
distribution of corporate income. This is true of large and small corporations 
alike. At this point there would seem to be-no discrimination ; however, as a prac- 
tical matter, many individuals because of the double taxation feature are under 
pressure to operate their businesses in other than corporate form. 

They would prefer to operate in corporate form and thus get the benefit of 
limited liability. They reluctantly forgo this benefit because of the additional 
tax burden which they would incur by operating as a corporation. 

I believe that it would be practical to permit a new corporation to elect to be 
disregarded for tax purposes and thus all the income of the corporation would 
be taxed to the owner or owners. Obviously, the owner or owners must not be 
permitted to elect annually, depending upon the tax benefits involved, that the 
corporation be regarded or disregarded for income-tax purposes. Nevertheless, 
it would be desirable to grant them initial election to have the corporation dis- 
regarded and one further election, which would become binding upon the cor- 
poration for all future years, to have the corporation taxed as such. 

In my estimation, such a provision would not cause any substantial loss of 
revenue and would afford the truly small-business man the opportunity to obtain 
the limited liability feature of the corporation without incurring an income tax 
disadvantage. 

Deferral of income tax on new businesses: As I mentioned at the outset, this 
sounds as if it were a suggestion for income-tax relief. I do not believe it is. 

The new business, if sufficiently large, does not have any insurmountable diffi- 
culty in raising adequate capital. If its size is sufficient a public offering is 
feasible to raise equity capital. Furthermore, institutional investors are inter- 
ested in purchasing its debt securities. 

On the other hand, if the business is small, raising capital is an almost insur- 
mountable problem. The public, understandably, will not invest in equity secu- 
rities primarily because since it is small there would be no market for the 
security. 

Furthermore, borrowed capital cannot be obtained except at prohibitive in- 
terest rates. Among other things, the smallness of the enterprise makes its 
debt securities unattractive to an institutional investor. Furthermore, since it 
is new and has no earnings history, banks are understandably reluctant to make 
any but the most modest loans, and then only on a short-term basis. There- 
fore, as a practical matter, the new business must pull itself up by its boot- 
straps, i. e., finance its growth out of earnings. 

Although the income tax laws do not discriminate against new business be- 
cause it is small nevertheless, other circumstances do discriminate. It would 
seem desirable if the tax laws could alleviate this discrimination. 

Since a new small business must depend on its earnings to get on its feet, I 
would suggest for the committee’s consideration, a deferral of income taxes for 
a reasonable period of time. Such a deferral should, of course, be accompanied 
by reasonable safeguards to insure that the new business was, in fact, small and 
that the income taxes deferred would eventually be paid. Obviously substan- 
tial financial interests to whom capital was readily available should not be al- 
lowed to defer taxes under such a provision; nor should the deferral privilege 
apply to an unlimited amount of taxable income since we are concerned with the 
small enterprise. 

I believe that a statute could be drafted which would adequately safeguard 
the Government’s interest and which, at the same time, would be of great 
assistance to the genuinely new small business. 


Senator Bree. Our next witness is Mr. Hausman, if I pronounce 
that. correctly. Would you please identify yourself for the record? 
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STATEMENT OF CLEMENT F. HAUSMAN, TREASURE CHEST 
HOMES, INC., PUEBLO, COLO. 


Mr. Hausman. My name is Clement F. Hausman, and I am in the 
real estate and home-building business in Pueblo, Colo. I may 
deviate slightly in a couple of instances from my actual transcript, 
but for the great part I will stick right with it. There are several 
basic facts upon which I believe most of us agree. 

Senator Bratz. Do you operate as an individual, corporation or 
partnership ? 

Mr. Hausman. Asa corporation. 

Senator Brsiz. How large a corporation is it ? 

Mr. Hausman. I would say multiple corporations. We have sev- 
eral corporations, one which I own primarily, my wife and I, closely 
held, and it is a real estate corporation. Then, we have a building 
business which in effect was a partnership in which we incorporated. 

Senator Brste. How many employees do you have in your total 
multiple corporations ? 

Mr. Hausman. Including sales force «nd all it will average between 
60 and 70. 

Senator Brste. Fine. You may proceed. 

Mr. Hausman. There are several basic facts upon which most of us 
agree, namely, the present Federal tax structure. One, it is based on 
ability to pay rather than equity. Two, it encourages the taxpayer to 
operate under the letter of the law rather than the spirit of the law. 
Three, it stifles and discourages ambition, opportunity, and enterprise. 
Four, it penalizes the person who wants to provide for his own 
family’s security. 

At this point I would like to deviate slightly and make an observa- 
tion: As I see it in this country today, the people can be put into 
three classes, namely, the first, those who are willing, but unable to 
take care of themselves such as the indigent, people in institutions, 
disaster victims, and people such as that. I believe it has been the 
theory in this country that the American people would always look 
after those folk who are in those circumstances. 

The second class are those that are willing and able to take care 
of themselves and they do. They are no problem to the Government, 
and they are not seeking the Government’s help. The third class, of 
course, are those which are able, but unwilling to help themselves. 
Unfortunately, this class is growing every day. This group would 
prefer to have security provided for them from the cradle to the grave. 
Unfortunately, they not only expect it but they are getting it at some- 
one else’s expense. They seem to think that taxes come from the print- 
ing press. This group is the group that I should say we should 
legislate against. 

First of all, small business is affected more by Federal taxes than 
big business for six basic reasons: One, inability to obtain risk 
capital. Big business can obtain funds through bank credit and the 
stock market, whereas the small business can only obtain it from 
personal funds. Two, the inability to accumulate capital through 
reinvestment of profits. Corporate taxes are too high to permit more 
than a small plowback of profits each year regardless of the profits 
involved. 
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Three, inability to compete in money markets for bank credit, be- 
cause, if there is a small bank line of credit, then the costs are too 
great. The small inventory and account receivable financing and 
the excessive costs for any credit such as loan fees not charged big 
business and the use of discount rates of interest and shorter term 
which all create more distress to the small business. 

Fourth, the reserve position. This is the point where small business 
is put in an especially precarious position. The difference is that 
small business finds it difficult to build sufficient reserves to weather 
emergencies due to high taxes, and it is necessary to take emergency 
funds out of working capital. Big business has a more adequate capi- 
tal position to weather emergencies and can secure additional ste 
to diversify and stabilize as well as weather emergencies. 

Five, competent tax advice. If it is available to small business, the 
cost is much higher proportionately. Six, big business is dependent 
primarily on capital investment, whereas small business is primarily 
dependent on personal service. Big business has more continuity and 
it 1s not affected as seriously by death of keymen, estate tax problems, 
tax problems, and transfers of business interests. 

Tax relief for small business is necessary if it is to grow and prosper 
and in turn provide for community stability and growth. 

Proposal for tax relief for small business for which I have the 
following suggestions: One, permit partnerships and proprietorships 
to be taxed as a corporation. ‘Two, and this I believe should be done 
immediately, permit use of alternative depreciation methods on used 

roperty. Three, permit deduction for certain profits reinvested in 
yusiness. Four, permit deduction of a limited amount for dividends 
paid. Five, use of graduated income tax rates. 

Six, revision of tax examination procedures to lessen costs of 
protest. On this particular score I would like to elaborate a little. 
The Government should pay all reasonable costs of litigation, legal, 
accounting and court costs when taxpayer wins. 

Senator Bretz. That is the first time I have heard this mentioned 
in this particular hearing, and I think that is an excellent point. I 
think the committee should study that very carefully. 

Mr. Hausman. In a criminal case a man is innocent until proven 
guilty. In a tax case the taxpayer is guilty until he proves himself 
innocent. 

Senator Brite. Have you had some individual experiences along 
that line? What you are saying, that seems to be pretty much the 
situation over in my State of Nevada. 

Mr. Hausman. As a matter of fact, I can feel very friendly on this 
particular score. We have been checked several times, and we haven’t 
had to pay one single dime penalty, so, it is not personal experience. 
It is purely the principle of the thing that has brought the matter to 
my attention. We are not fearful of the internal revenue, but we 
have, shall we say, the utmost respect for them. Generally speaking, 
the cost of proving his innocence is far more expensive than paying an 
imposed penalty plus the statement of a trial by newspaper. The 
whole principle is contrary to American justice. 

The survival of small business can hang in the balance due to lack 
of capital and reserves which preclude a taxpayer in the majority of 
cases from defending himself against the Government even though he 
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may be right. Since the American taxpayer has the finest record in 
the world for paying his taxes, and the majority are very conscien- 
tious about paying the fair share, then it would only seem proper that 
in cases of doubt the taxpayer should at least be given the same consid- 
eration as a criminal. ‘The Government should pay the cost of prov- 
ing its case. As it stands at present, defending a matter of principle 
from the taxpayer’s point of view, is too c ostly. The burden of proof 
should not rest upon the accused. 

The principal tax relief should come from graduated rates. A1- 
though I mentioned these others I believe that they lean more in the 
direction of discrimination. My points No. 2 and No. 5 are the pri- 
mary points that I believe are nondiscriminatory and the most effec- 
tive. The use of the graduated tax, of course, is by far the best rate, 
and, since we have our tax struc ture set on the ability to pay, it would 
seem more fair that we establish our business taxes on the same basis 
as personal taxes. 

The program which I propose would be fair to all business, large 
and small, since all would obtain identical benefits. Since our taxes 
are collected upon the ability to pay, the same principle that applies to 
personal income should apply to business. A graduated rate structure 
is as follows: Zero to $10,000, 5 percent; $10,000 to $20,000, 10 per- 
cent; $20,000 to $30,000, 15 percent ; $30,000 to $40,000, 20 percent; 
$40,000 to $50,000, 25 percent ; $50,000 to $60,000, 30 percent ; $60,000 
to $70,000, 35 percent : $70,000 to $80,000, 40 percent; $80,000 to 
$90,000, 45 percent ; and $90, 000 and over, 50 percent. 

I firmly believe that 50 percent should be the absolute top bracket 
although it is only 2 percent more. It isa matter of principle. It is. 
bad enough to have the partner, but when he is the controlling factor 
it just doesn’t seem fair. 

Senator Brie. It would seem to justify a slackening off of 2 percent 
I suppose. 

Mr. Hausman. You can see on that base it would naturally give 
the definite benefits in the lower income structure where it is needed 
the most. The comparable taxes under the present and proposed 
would be considerably different up to the $100,000 rate, but primarily 
the biggest benefit would come in the up-to-$50,000 range. The reve- 
nue loss, of course, would be offset by reinvestment of tax savings, 
thus producing more income, more stability in the economy, and 
higher personal incomes. In higher personal incomes I believe it 
could establish a little further exploration there in this sense: There 
is a great deal of talk, naturally it has a lot of political impetus to 
say we want an across-the-board tax cut, but as an individual it 
seems to me the fairest thing to do is to allow every taxpayer to pay 
his fair share of government within his ability to pay. Therefore, a 
$600 family exemption, for example, may or may not be low, and it 
may or it may not be high. It is a case that I don’t necessarily favor 
taxing the poor to benefit the rich, but even a $100 increase in the 
family exemption would cost the Government $2 billion in income. 

I frankly would much prefer to see benefits for business rather than 
personal income. I am not against the peasants. I have eight chil- 
dren of my own, so any increase in family exemptions would definitely 
benefit me. But business as such—and I was interested in the obser- 
vation Mr. Erickson made about small business—to me small busi- 
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ness would employ possibly 100 people or less. A medium-sized busi- 
ness would come more in the category of 100 to a thousand. Anything 
in excess of that, of course, would perhaps fall in the category of big 
business. 

I have never quite been able to see how the Government would call 
a firm with 500 employees small business. 

Senator Brste. That has always baflled me, but that is one of the 
main criteria they use in the SBA. 

Mr. Hausman. If that doesn’t represent big business, then I don’t 
know what it is. 

Senator Brste. In my estimation that would be big business. 

Mr. Hausman. The graduated tax would help in a | solution of the 
four basic problems of small business. It would enable reinvestment 
of larger earnings and reduce the gap between large and small busi- 
ness’ ability to obtain risk capital. That is a very important point. 
We discussed briefly here this morning the corporate structure as 
against the sole proprietorship. In our experience we have found 
that the banks tend to lean toward the corporate structure for one 
reason: They don’t recognize the fact that they still make the indi- 
viduals responsible, sign the notes individually. However, they feel 
that they are a little better security because, due to the tax structure, 
they cannot take and deplete the funds from the corporation quite so 
readily. 

Second, it would enable small business to secure better bank credit. 
Third, it would provide for basic accumulation of reserves necessary 
to weather emer gencies and periods of poor business and so forth. 
Fourth, it w ould more quickly obtain and more easily maintain a 
stable position in the economy. 

As it appears to us we believe that the legislation that we have, 
whether it is taxes or anything else, should work more in the direction 
of encouraging people to ee under the spirit of the law rather 
than using, shall we say, tax devices and methods of trying to avoid 
taxes. If a tax levy is fair, then avoidance isn’t necessary. 

Finally, I believe the Government should cease trying to provide 
the security for the people and concentrate more on providing the 
opportunity for them to provide for their own security. In closing, 
I would like to thank the committee for the opportunity to present my 
thoughts and hope that favorable consideration will be given to a 
realistic graduated tax base for all business which I have outlined 
above. 

Senator Brsite. Thank you, Mr. Hausman. I appreciate your testi- 
mony. I have no questions. 

Our next witness is Mr. Richard Robinson. First, identify yourself, 


Mr. Robinson, and tell us about your operations of Robinson’s 
Dairy, Inc. 


STATEMENT OF RICHARD ROBINSON, ROBINSON’S DAIRY, INC., 
DENVER, COLO. 


Mr. Roptnson. I am Richard Robinson, of Robinson’s Dairy, Inc. 
We are a local processing plant of fluid milk and fluid milk products 
primarily servicing restaurants, institutions, and hotels. We consider 
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ourselves a small business in that we have approximately 50 employees, 
strictly a wholly closed corporation. 

Senator Brste. Proceed. 

Mr. Rosrnson. It is a pleasure to have the privilege of appearing 
before this committee today and expressing my views as a small- 
business man as to our tax problems, with the thought that some ideas 
may come out of this hearing that will benefit all small-business men. 

The basic weakness of the method adopted by the Federal income 
tax for taxing corporate income is that it is predicated upon a legal 
fiction which ignores economic realities. In the case of a Ore aicaak 
the partnership is disregarded and the partners are taxed directly 
upon their distributive shares of the partnership income regardless 
of yhether they actually receive same or not. In the case of the cor- 

ration, the law gives credence to the corporation fiction. Although 
in substance a closed corporation represents an incorporated partner- 
ship or perhaps an incorporated sole proprietorship, the corporate 
entity is treated as an independent taxable entity and the income of 
the undertaking is taxed to the legal convention, rather than to the 
real owners of the enterprise. 

It is difficult to decide as to what form of entity is the most advan- 
tageous from all viewpoints. Whereas the corporation has perpetuity 
against the partnership, which existence ceases with the death, with- 
drawal, or addition of a partner, the corporation continues on with 
no change in ownership. This has an advantage that almost offsets 
any advantage of being a partnership or any disadvantage of being a 
corporation. Also the question of liability of stockholders enters into 
the picture. Today it is possible to form the the limited partnership, 
whereas one or more become the general partners with unlimited 
liability whose financial worth may be nil and on the other hand the 
other partners whose financial worth may be of a great amount are 
limited as far as the partnership liability is concerned. 

It appears to me that regardless of the advantages and disadvantages 
of being a partnership, the main purpose of having continuous life 
of a corporation is more important than any other form of pro- 
prietorship. 

Whereas the rate of tax on a corporation is less than the individual 
rate at the top brackets, it is to be taken into consideration that the 
tax of the individual, if it were a partnership, would be divided among 
many and therefore the rate percentage would be less than if it were a 
corporation. 

It appears to me that businesses that have a net income of not over 
$100,000 should have some form of relief as to taxation. The small 
corporation, in order to compete with today’s business setup, must hold 
its own or expand in order to continue in business, and its only salva- 
tion of continuing is by having sufficient capital to do so. Its only 
source of additional capital is either the retention of its profits or by 
additional contributions of capital from its limited number of stock- 
holders and perhaps small loans from its banks and with tight money 
it is very problematic that it is available from this source. It appears 
in all fairness that there should be a basis of taxation on corporations 
whose earnings are $100,000 or less that in order to exist they should 
have some relief. It would be my suggestion that these corporations 
should be taxed on a more graduated basis, similar to the method that 
is used in regard to individuals. 
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There should also be relief to the small corporation in regard to 
section 102 (undistributed profits tax) where the large corporation has 
unlimited sources of obtaining capital, the smaller corporation is not 
in this category and their only sources are those hereinbefore mentioned 
and not only can they hold their own or oe but they must also con- 
sider watiodienl cycles of depression that they have to allow their earn- 
ings to remain in their treasury so that they may survive years that 
show losses. 

The main point I believe we would like to bring out, of course, we 
would like to bring both points to the surface, but that second point 
where your undivided profits may remain in our treasury seems to be an 
important aspect of our business right now. We need capital to 
expand. 

Senator Brae. It seems to be the general thesis that has developed 
in all of these hearings. How would you propose that be done mechan- 
ically ¢ 

Mr. Ropinson. Within our own corporation ? 

Senator Bisie. Yes. 

Mr. Rosrnson. What we would like to do, of course, we would like 
to keep that money in our treasury and possibly invest it in gilt- 
edged securities. We know that would be taxable, but as far as an 
undivided or undistributed profits tax, if we can keep a lump-sum cash 
there for emergencies—whether it draws any money or makes any 
money—we don’t care about that. 

Senator Brstx. Do you have any figure in mind, say, $25,000? 

Mr. Ropinson. We would like to have $50,000 or up to $70,000, 
maybe. 

Senator Bistx. That is to give you capital ? 

Mr. Rosrnson. In our business our machinery and our equipment 
are very, very expensive. 

Senator Brsre. Would that be on a deferral basis or a complete 
forgiveness ¢ 

Mr. Ropinson. Well, of course, we would like to see the complete 
forgiveness. I imagine the deferral basis would be the best way to 
do it. 

Mr. Errcxson. Are you speaking of just the way you expressed it 
or are you talking about taxes for investment, period ? 

Mr. Ropinson. We were interested in 102, the undistributed—— 

Mr. Erickson. Have you folks been bothered by the Treasury on 
section 102 ? 

Mr. Ropinson. Not specifically so far. We haven’t yet. 

Mr. Erickson. Your counselors are advising you ? 

Mr. Roprnson. It bothers me whether we will be or not. I doubt 
that we will be, because we will distribute our earnings, but we would 
like to keep a certain amount of capital set aside so that, if something 
does come up, which is entirely possible in our line of business, in our 
business we are refined down to the point where we are serving one 
section of the trade, as it is called. If we would like to branch out into 
the grocery business or home delivery, we would need an immense 
amount of capital to do that, and the best way to obtain that capital 
would be from the bank, but, if we could not get it 100 percent from 
the bank, we would have some set aside. 
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Mr. Erickson. You are not asking for any deduction from the ordi- 
ary corporate rates. You are asking for relief from the undistributed 
profits ¢ 

Mr. Rozinson. What we did 

Senator Biste. Proceed and answer the question. I think I under- 
stand how you will answer, but go ahead. 

Mr. Rozinson. Prior to that, I don’t know if you heard—— 

Mr. Erickson. I am talking about the second one. 

Mr. Ropinson. We would like to be able to keep 

Mr. Erickson. In other words, you are saying even if you can keep 
the 48 cents on the dollar 

Mr. Rozinson. Hold it, that is what I said in that paragraph. Prior 
to that I did say we would like to see a graduated rate. 

Senator Brste. More comparable to those on personal income; is 
that correct ? 

Mr. Rozrnson. Right. 

Senator Breze. I have no further questions. 

Mr. Rozrnson. Thank you very much for listening to us. 

Senator Bratz. We are very happy to have you here. Our next wit- 
ness will be Mr. Noble. I think you have furnished us with a prepared 
statement. 

Mr, Nose. Do you wish us to read that through ? 

Senator Brste. You can highlight it. Tell us about your company. 











STATEMENT OF B. I. NOBLE, VICE PRESIDENT, THE AMERICAN 
COLEMAN CO0., LITTLETON, COLO. 


Mr. Nostz. My name is B. I. Noble, and I am part owner and vice 
president of the American Coleman Co., at Littleton, Colo., a cor- 
poration. We are engaged in the manufacturing of heavy-duty steer- 
able-drive axles for the conversion to or manufacture of all-wheel- 
drive heavy-duty trucks. We also design and manufacture complete 
all-wheel-drive trucks, specialized all-wheel drive agricultural and 
industrial equipment, and also manufacture specialized all-wheel-drive 
equipment for the military, such as aircraft towing tractors. At the 
present time we are employing approximately 200 people, and over the 
past several years our employment has varied from 75 to 450 people. 
Our sales have varied from a million dollars to $10 million a year, and 
based on the statement you made a little while ago we approach that 
area in which in your mind at least we get out of the small business. 
Because of the type of competition we have we don’t think so. 

Senator Brste. I think that figure of 500 isn’t a particularly magical 
figure. I think in some areas and in some types of business 500 might 
well be small business, whereas, in another field it might well be big 
business. 

Mr. Noss. That is the point I wanted to make, but to substantiate 
it a little bit further I am also the main source of capital for a brand- 
new corporation, a retail tire and recapping store up in Boulder which 
my son is operating, so, I can speak for both of them. What I say 
here actually would apply to both of them. 

In the axle business, we are competing with some of the largest 
manufacturers in the United States. In the specialized all-wheel- 
drive equipment, in both commercial and military work, we are com- 
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eting against such companies as the Euclid division of General 

otors, the Hough division of International Harvester Co., Allis- 
Chalmers, Clark Equipment Co., the Le Tourneau division of West- 
inghouse Air Brake, White Motor Co., and others. 

We have found particularly in the military business, that we are 
perfectly capable of competing against these companies in all phases 
of our work including the ability to sell our company and our equip- 
ment, the design of specialized equipment, and the production of this 
equipment at competitive prices. In fact, in many ways, a small 
business such as ours has an advantage over the larger companies on 
heavy equipment on which there is not a production requirement in 
the tens of thousands of units a year. 

This statement is examplified by the fact that the United States 
Air Force has conducted two open competitive tests during the past 
few vears for aircraft towing equipment. In one instance, we de- 
signed and delivered our pilot model in 5 days, and the other, in the 
other instance, in 30 days, and in both instances, after extensive tests 
by the Air Force, our equipment was judged to be the most suitable 
to their requirements and, under competitive bidding, the lowest 
priced. 

It is for the foregoing reasons that we do not feel that small busi- 
ness needs any special considerations in our economy other than a tax 
consideration. 

I do not feel that I should attempt to present a detailed plan as to 
how this tax structure might be altered to provide small business 
with what it needs. You gentlemen through your hearings and 
through your staff, and through the testimony of the public account- 
ants and those qualified to make detailed recommendations, will be in a 
much better position to know what can be done and what the effects of 
such changes will have on our national economy and upon the income 
of the Federal Government. 

There are two main points which I should like to stress as being 
worthy of your consideration. These are, as follows: (1) A per- 
missive tax structure that permits closely held corporations to use 
alternative methods in the computation of Federal mcome taxes pay- 
able insofar as the combined income of the corporation and individual 
owners are concerned. 

Mr. Erickson. Excuse me. You are suggesting there that they be 
able, a corporation be able to elect to be taxed as a partnership and 
a partnership as a corporation ¢ 

Mr. Nosie. My partner and I who primarily own the corporation, 
that we be able to elect to take the connie. our combined individual 
and our share of the corporate income and either report that as an in- 
dividual income in total or follow the standard methods of the cor- 
poration paying taxes and our paying taxes on our personal income. 

The permissive ability of small business or, as far as that goes, of 
any business to deduct a certain amount from their income before 
taxes each year if any or all of that amount is invested in capital 
equipment. 

With reference to corporate and personal income tax of the owner 
of a closely held corporation, I believe that there would be very sub- 
stantial sums of money released by closely held corporations into the 
pockets of the owners of those corporations if it were not for the 
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double taxation to which those owners are subjected. Dependent 
upon the personal income of the owners of such corporations, this 
double tax structure can very quickly result in the taxpayments by 
the corporation and the owner far in excess of that required from an 
individual having an income equal to the combined income of the 
corporation and its owners. The result is that earned surplus avail- 
able for dividends is held in the business. 

It is my recommendation that your committee consider a relief 
for small business that would permit the owners of closely held cor- 
porations to use either the combined income of the corporation and 
the owners, or the present methods, whichever results in a lower tax- 

ayment. 

= here is one sidelight to the matter of personal tax that I would 
like tocomment upon. I feel there is need for a change in the tax laws 
that would permit the owners of a business to deduct life insurance 
carried on the owners as an expense of doing business. Because the 
owners of corporations classed as small business leave a very high per- 
onatoan of the corporation’s earnings in the corporation, they very fre- 
quently have not built up a personal estate adequate to meet estate 
tax requirements and, therefore, we find a large number of these cor- 
porations being absorbed by larger corporations upon the death of the 
principal owner. 

Senator Brste. We find that constantly in our travels. 

Mr. Nostz. With reference to item two of my statement, I feel that 
this is extremely important not only to the continuation of the free en- 
terprise system and the expansion of small business but also to the very 
heart of our economic educational and social life. Big businesses do 
not. absorb small business solely for the purpose of getting such small 
businesses out of the way. Most of these mergers of small businesses 
into larger businesses are brought about by the necessity of the capital 
expansion of the small business that is required if this small business 
is to continue to be successful when additional tools, equipment and 
space are required, and the money is not available to meet these re- 
quirements. Then is the time the small business owner goes to the 
large corporation and negotiates a merger with this large corporation 
to permit such capital expenditures. 

or example, if in our business we are selling axles to one of the 
large truck manufacturers for their production of all-wheel-drive 
trucks, and this large corporation expands their sales of these trucks 
so that their demand for the axles exceeds our ability to produce, they 
have to protect the investment they have in the equipment using our 
components if we cannot expand our production facilities to keep up 
with them. The way this is frequently done is for the big business 
to buy the little business to provide this protection. 

If some relief was available to the small business so that it did not 
take $76,000 of earnings to buy a $35,000 piece of equipment, the neces- 
sity for these mergers would rapidly decrease. I believe there should 
be a limit on the amount of capital investments that are deductible in 
any one year, otherwise, optimism mixed with poor judgment is apt 
to create the overexpansion of some of these small businesses. I am 
not prepared to say what the exact amount of this limit should be but 
I am sure that your committee will be able to make such determination 
when you have completed your hearings and studies. 
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Senator Brste. You are talking something in the neighborhood of 
fifty or seventy-five or one hundred thousand dollars? 

Mr. Nose. A corporation of our size even, and we have assets, 
appraised assets right at this time, plant and equipment, totaling ap- 
proximately $600,000, and are in quite an expansion period, and $25,000 
would provide some relief, and $50,000 would provide very adequate 
relief. For a company of this size it would provide very adequate 
relief, and we are buying equipment that varies in cost from $25,000 
to $100,000 for a piece of equipment. I do not think we should go 
hog wild on it. 

Senator Brste. That will develop. 

Mr. Nostz. I am talking about a deduction, but—— 

Senator Braue. Reinvested capital ? 

Mr. Nosiz. And depreciable only on the amount that was not de- 
ducted in the first year. In other words, if we buy a $50,000 piece of 

uipment, do we Seteit $25,000? We depreciate only $25,000 there- 
after in following the normal depreciation method. 

Senator Brsxe. In fact, we have that suggestion made to us very 
frequently. In fact, all tne hearings, in all the hearings that type of 
suggestion has been made, hasn’t it, Mr. Erickson ? 

Mr. Erickson. Yes. 

Mr. Nose. It isa lifesaver to a company such as ours that is halfway 
between small and big. 

I mentioned that this matter of mergers affects not only our eco- 
nomic life but our social and civic life as well. ‘These small businesses 
which we are discussing are the very heart of the small communities, 
and even of many of our cities in the United States. They are pro- 
viding a very high percentage of the money to operate our cities, to 
build our sata to pay our teachers; and providing a large amount 
of both the personnel and the money for the support of our chambers 
of commerce, our community chests, our united funds, and our health 
agencies, 

When these small businesses are merged into larger organizations, 
the movement away from the community very frequently results in 
depleting the community of the tax income of the workers’ wages 
and of the many other civic assets that result from these small busi- 
nesses. I feel that is a very important phase of this whole tax matter, 
this something that can stop the necessity for these mergers of com- 
panies like ourselves into the larger ones. 

Senator Brste. Again, there seems to be almost complete unanim- 
ity in that statement you have just made. 

Mr. Nosix. We should do all in our power to provide the means 
whereby these small businesses can grow and expand, and possibly 
become big business themselves but always leaving behind the room, 
the wpperianity: and the incentive for the next generation to open up 
a similar small business and again grow and expand, and provide the 
heart and the life for these towns and cities, which combined together 
we call “the free and the American way of life.” 

Senator Brats. Thank you very much, Mr. Noble, for a very effec- 
tive statement, and I think you have pinpointed the problem that we 
run into almost uniformly in these 10 hearings that we go to, and I 
think you have expressed it very well. 

Mr. Nose. I would just like to make one statement to emphasize 
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what I said in the beginning: I don’t want to see the time when small 
business is running in to Washington for all kinds of help other than 
the type we have talked about here. Somebody has to pay the bill 
for these foster parents that we have, and it is going to be small busi- 
ness. If they are going to get additional advantages over large busi- 
nesses, Which I do not think they need, then they are going to have to 
give away something in the way of freedom of operation to have those 
advantages. 

Senator Bratz. I appreciate your sentiments, and I think it is to 
be said to the credit of small-business men everywhere that we have 
been that in general they have that same feeling. They are not look- 
ing for any particular advantage except that atvanthge of being able 
to grow and not being wedged in. I think that is generally very true. 
Thank you, Mr. Noble. 

Mr. Nosrz. Thank you, Mr. Senator. 

Senator Brsie. Our next witness will be Mr. Wilson, Milo V. Wil- 
son, Jr. Do you have a prepared statement ? 

Mr. Wiison. No; Senator. I have been on short notice, and I am 
very pleased to have the opportunity to talk, and I am sorry that I 
do not have something a little more explicit. 

Senator Biste. First, identify yourself for the record and tell us 
who you are and who you represent. 


STATEMENT OF MILO V. WILSON, JR., MANAGER, THE COLORADO 
POTATO FLAKE MANUFACTURING CO., DENVER, COLO. 


Mr. Wizson. My name is Milo Wilson, Jr., and I am treasurer and 
manager of the Colorado Potato Flake Manufacturing Co. It is a 
corporation. We have been in business for about 43 years here in 
Denver. Our primary product is potato shoes and canned shoe- 
strings. In fact, we are one of the oldest continuously operating 
potato-chip plants in the country. My father is president and one of 
the original founders of the business, very active in the business at 
the present time. 

r. Ertcxson. How many people do you employ ? 

Mr. Wutson. We employ approximately 70 people. We have a 
rather highly mechanized operation as contrasted to years ago when 
it was almost all hand-type operation. 

We have a union in our plant, and we have just granted wage 
increases over a 2-year contract. Our problem is one of continued 
existence and stems around the merger situation as much as anything 
else. 

I feel that current tax laws and tax structure make it highly advan- 
tageous for us as a concern to merge, and mergers are sweeping our 
particular industry, and I am sure we are not untypical in that mat- 
ter, and I know personally of some 11 large potato-chip firms across 
the country that have been merged in the last year all of which are 
larger than ourselves. 

Senator Brste. Merged with whom, with each other? 

Mr. Witson. Merged with larger corporations in each case although 
7 of them have been merged with 1 particular firm, 1 large biscuit 
company. 
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Senator Bratz. They have merged into companies that are manufac- 
turing things other than potato chips and shoestrings and that sort of 
thing ¢ 

Mr. Witson. Yes. One in California has merged into an oil com- 
pany, a hardly understandable merger, but nonetheless, it did occur. 

Senator Biste. Potato chips and oil? 

Mr. Wuson. Yes; potato chips and oil. 

Senator Brsie. Not even vegetable oil ? 

Mr. Witson. That’s right. The situation is true in our particular 
case, and I think this is the key to the merger situation, that is someone 
would come to us and offer a price of 10 times earnings, it would cer- 
tainly behoove us to take that price, and, yet, that is not an exorbitant 
price under current purchasing structures of corporations because of 
the fact, if we went out to gain that same equivalent accumulated cap- 
ital, it would take us approximately 16 years considering the taxes 
that we would have to pay in that time, and we would be faced with 
the threat all throughout that same time of the possible death of my 
father, with the looming threat, with the subsequent action of an in- 
heritance tax which might possibly close the business right up. It 
would be difficult, and we normally do not carry enough cash, working 
vapital, liquid assets on hand to pay the inheritance taxes that I esti- 
mate would have to be paid to continue the business under the present 
management if the loss of the principal stockholder was felt a it was 
encountered. 

Senator Bratz. If you have 10 years to pay those inheritance taxes, 
is that the possible remedy ¢ 

Mr. Witson. That is my primary point. It is nothing original, 
but it would be a solution to our relia. I would say that, and I 
don’t have a good solution to this problem, but I would definitely say 
that there is something wrong with our tax laws that almost make it so 
advantageous to merge where you can take a capital gains on your 
sale and then put that money into safe investments of Government 
bonds and things like that that show no risk, but to gain the same 
amount of actual accumulated wealth you would have to take approxi- 
mately 16 years to do it. So, I say that something should be done to 
make mergers less feasible if it just simply a legal block somewhere 
along the line to make it less easy. Possibly, the whole trouble lies in 
this capital-gains tax. Iam not just certain of the solution there, but I 
do know that we could face the future with a lot more certainty under 
those circumstances if we didn’t have this threat of the inheritance 
taxes hitting us in a few months or a shorter period. 

Mr. Erickson. From your own experience, Mr. Wilson, do you 
think some of these other mergers were caused by that factor ? 

Mr. Wixson. Very definitely I do although I am sure it is not the 
only factor. Iam looking at it strictly from the standpoint of a person 
who would sell out, and it is certainly to our advantage, if someone 
came to us tomorrow, it would certainly be wise for us to do it although 
I like the gentleman before me feel that small business doesn’t par- 
ticularly need too much protection, and I am not interested in asking 
for exorbitant decreases in taxes simply because I feel that our country 
is in a period of extreme national crisis, and this is hardly the time to 
be asking for extreme tax cuts for any segment of the economy. But 
I think the things that I propose like the deferred payments on income 
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tax, on inheritance tax would not be too costly for the Nation’s econ- 
omy, and possibly there is a way to put stumbling blocks in the way 
of mergers so it doesn’t make it so attractive. 

The other angle is that is a problem to us that goes back to the 
statement you made, Mr. Erickson, that I thought was quite inter- 
esting, and that is the definition of a small business. However, some- 
where along the line a definition must have been made, because they 
have picked out of the air $25,000 as the first step in there, and any- 
body that stays within that bracket gets a very neat advantage, but 
from that size on until you get to be quite large I would class that 
as the awkward size of the small-business range and very definitely 
not too understandably taxed. Of course, you realize that this par- 
ticular tax structure is unique. Inheritance taxes, income taxes are 
all set with a sliding scale of some type, and, yet, here we pick one 
range and chop it away, and this would call for a cost to the Govern- 
ment, and this I do not propose as strongly as the other one that I 
proposed, but I do feel that to eliminate your problem of definition 
you should have a problem of definitions, true, but you could make 
it more understandable by some type of sliding scale, and possibly 
it would not be too prohibitive in cost. 

I do feel in conclusion that we have a real threat hanging over our 
head in this country regardless, beyond defense problems, of this 
merger situation. I feel that, if we continue on, in 1956, as I recall, 
that was the largest year for mergers in this country’s history, and, if 
we continue on at this rate, in 15 to 30 years we can see so many indus- 
tries in the hands of so few that socialism is just one step away, and 
it is an easy step from there on. Big business is just as much a threat 
to our economy as Government running big business, and it would be 
an easy step to go from big business to the Government running it. 

So, I think, unless we can protect the small business and the loyal 
workers of the small business who represent a bulwark against so- 
cialism in the future, then I think we are asking for some severe 
national problems. 

Senator Brste. I think you have made a very fine statement, and I 
have repeatedly said in my talks and in my philosophy and have 
wes out the very great dangers of this country in too much big 

usiness. We have too much of that stemming down from Wash- 
ington. I think that very definitely big business with its mergers 
in its encroaching octopus-like acquisition of small business is mak- 
ing severe inroads on small business. I could not agree with you 
more. I think you have made a very fine statement. Thank you, sir. 

Our next witness will be Roy Erickson of the Erickson Memorial 
Co. of Denver. Mr. Erickson. 


STATEMENT OF ROY ERICKSON, ERICKSON MEMORIAL CO., 
DENVER, COLO. 


Mr. Ertcxson. I appreciate the opportunity of talking with you, 
Senator Bible. For 25 years I have made a livelihood for my family 
and myself from a monument business in Denver. My brother and I 
operate the business as a partnership and now employ four persons 
who design, cut granite, and perform the services necessary to operate 
this business. The purpose of the business is to serve the needs of 
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families who wish to erect a permanent tribute to mark the grave of a 
loved one. The business of marking graves is one of the oldest crafts 
in the history of man. 

Because of the continuity of this type of business, it seems pertinent 
to comment to this meeting concerning the impact of Federal taxation 
on this business and the families that the business serves. There are 
two principal areas in which this impact is felt: One is inflation and 
the second is Government competition with private business. 

It is obvious that our business brings us in contact with cemeteries. 
Most cemeteries endeavor to set aside some share of current income in 
an endowment-care fund that is invested to bring income to maintain 
the cemetery in future years. Most cemeteries face the problem of 
rising costs for supplies, equipment, and labor in the face of more or 
less fixed income from their investments. Normal, conservative, estate 

ractice generally dictates that these funds be invested in the type of 

onds which, because of their safety, usually yield only a modest in- 
terest rate. During long-term inflation, such investments can result 
in a fund which may actually increase in dollar value but show a loss 
in Secs ener No one here needs to be told that we are in the 
midst of an inflation movement. Endowment-care funds of cemeteries 
are hit along with retired people, pensioners, and others who cannot 
count on an increase in income to make up the loss of purchasing power 
due to inflation. 

So much for how inflation affects cemeteries. Another area of 
inflation shows up when families ask us to duplicate a marker that 
had been erected on a family plot, 10, 15, 25, or more years ago. The 
prices at which we can sell our markers and monuments is controlled 

y the active competition of monument dealers, but it is not unusual 
for a grave marker today to cost several times the price of the original 
marker. In a few instances, where a grave marker uses a good deal of 
hand carving, the cost of the new marker is prohibitive, and the family 
decides either to not mark the grave or chooses something which doesn’t 
duplicate the other markers on the plot. 

The previous example is not cited to indicate that inflation is worse 
in the monument business than in any other business, but because it 

rovides a definite comparison of the price of a specific item made to 
e exactly like the same item X number of years ago. In other words, 
the current inflated price of a duplicate marker does not include push- 
buttons, automatic shift, vitamin enrichment, or the new look. 

The problem of inflation is not simple. It is obvious that one of the 
greatest deterrents to inflation is a balanced Federal budget and 
economy in Federal expenses. I commend the chairman of this meet- 
ing for joining with other Senators in passage of a bill to place the 
Federal budget on an accrued annual expenditure basis, and other 
bills directed toward Federal tax economy. 

The second point I wish to make today concerns areas of Government 
competition with our type of business. Throughout America are 
dozens of national cemeteries operated as a final resting place for de- 
ceased veterans and members of their immediate families. I wish to 
state emphatically that I do not want my forthcoming remarks to 
be construed as criticism of the philosophy of veterans’ cemeteries. 
They are an honored and respected tradition. The privilege of free 
burial in veterans’ cemeteries is deserved by the devoted sacrifice of 
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these veterans to our Nation. However, the establishment ofa na- 
tional cemetery is a responsibility that, once assumed, cannot easily 
be discontinued. In America there are hundreds of cemeteries oper- 
ated by private capital, by religious groups, and by municipalities. 
Almost all of them have designated sections reserved for the burial 
of veterans, and in these cemeteries appropriate ceremonies are held 
on anniversaries like Memorial Day and Veterans’ Day. 

I am not arguing the merits of any existing oe cemetery, but 
Congress should take a good, hard look before establishing additional 
veterans’ cemeteries when adequate private cemeteries are already 
available to provide that service. 

To continue, a discriminatory practice develops in the program of 
the Defense Department in the furnishing of Government grave mark- 
ers. The family of any qualified veteran can have his grave marked 
with any one of three styles of Government markers. But, if for 
reasons of their own, the family would prefer a grave marker of their 
own choice, they are denied any monetary allowance in lieu of the 
Government-furnished grave marker. Regularly, bills are introduced 
to Congress which would authorize the Secretary of Defense to make 
a modest monetary allowance of about $25 in lieu of the Government 
headstone or marker. I call your attention to legislation of this type. 
In my opinion, this bill would help get the Government out of com- 
petition with the monument business, and in many instances place the 
purchasing power with the family who can buy the monument or 
marker in their own community. In many cases, a family would 
like the privilege of selecting a marker of their own choice so that they 
could use on it an inscription and design more appropriate to the 
character and personality of the deceased than the regimented Gov- 
ernment inscription will allow. 

My interpretation of the purpose of this meeting is to discuss the 
impact of Federal taxation on small business and to suggest means to 
lessen this impact. In my opinion, the needs of small business can 
best be served by two broad areas of legislation, one dealing with Goy- 
ernment competition with private enterprise and the other the area of 
Federal economy and a reduction of taxes. 

I am not particularly keen for class legislation that will benefit 
my type of business specifically. I am, of course, concerned with 
the pressure of some segments of our public for more national ceme- 
teries, and T am also concerned with the discrimination that develops 
in the veteran-marker program. In my opinion, the vital issue con- 
cerning Government competition with private business is to set up a 
basic policy to guide the Federal Government in its problem of where 
to start. and where to stop in this field. Senate bill 1539, which in- 
cludes a broad statement of policy for the withdrawal of Government 
from competition with private enterprise, is a step in this direction and 
a clear-cut stand by Congress on this issue is important. 

Families of small-business owners feel the impact of taxes quicker 
and harder than some segments of our economy. As a small-business 
man, I urge your committee to carefully consider all legislation which 
is pointed in the direction of providing necessary Government func- 
tions with economy. 

Here in Colorado, our 1,600,000 people are paying Federal taxes at 
the rate of over $2 million for every day in the year. Congress has a 
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rather awesome responsibility to provide, at a reasonable cost, the 
services and civil protection that we Americans want. 

Senator Brete. We are glad to have your views, and you have 
pointed up a field that is rather new to me. I am basically opposed 
to the Federal Government getting into competition with private busi- 
ness, and we will have our staff take a look at this particular facet 
that you pointed up here. We are very happy to have your statement. 

Mr. Messick. I would like to send to Mr. Erickson a copy of a sub- 
committee report on Government competition with private enterprise, 
a project of the committee this year. I will mail it to him. 

Senator Brsie. Our next witness is Mr. Stephen H. Hart. Mr. 
Hart. 


STATEMENT OF STEPHEN H. HART, ATTORNEY FOR NATIONAL 
LIVESTOCK TAX COMMITTEE, DENVER, COLO. 


Mr. Harr. I have copies of the statement here which I prepared 
before I learned that you could give me time to appear in person. It 
is really a little longer than I would ordinarily make it. 

Senator Brste. | see no need of reading all of the statement. You 
may highlight some of it. I see it is a 14-page statement. It will be 
incoporated in full in the record. You might just highlight it if you 
would like to, Mr. Hart. 

Mr. Harr. All right, I appreciate very much, Senator, that you let 
me appear today. Iam speaking on behalf of the National Livestock 
Tax Committee which represents practically all of the livestock asso- 
ciations both nationally and locally in the United States. They are 
listed on the left-hand column there. 

Senator Brste. I see that. 

Mr. Harr. We have been organized some 16 years representing these 
associations and have been recognized by the Bureau of Internal 
Revenue for this purpose. We have sat with them on the drafting 
of regulations concerning our industry, and we have appeared before 
Congress. We have had quite a little experience in the analysis of the 
tax laws in our particular segment of small business. We think that 
we are a large proportion of small business. The farmer is typical of 
small business in the United States, and the livestock operator is typical 
of the farmer. 

There are four propositions which we are particularly interested in. 
We are not asking for any special legislation, and we recognize that 
under the impact of national-defense problems and others that any tax 
decrease applicable especially to us or to taxpayers in general is 
unlikely. But we do feel that there is plenty of room for individual 
adjustments and realinements which would do away with some inequi- 
ties and which would put our industry on the same basis as other 
industries. 

The first specific thing which we advocate is the establishment of 
self-employed individual retirement plans, the Jenkins-Keogh legis- 
lation with which you are very familiar. 

Senator Bratz. We have had that constantly called to our attention 
by individuals and small-business men in all of our hearings. 

Mr. Harr. That’s right. I think the farmers and the livestock 
people although they haven’t made themselves heard as much as other 
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groups are every bit as interested in this problem as lawyers, account- 
ants, doctors, and professional people, and the urban small business. 

I have some statistics here which are rather interesting. They 
show that in 1953 there were some 7,700,000 sole proprietorships and 
that those involving agriculture, ery and fishery amounted to 
$3,200,000 or approximately 42 percent of these small unincorporated 
businesses. Of this group over 3,125,000 were farmers, and, in turn, 
1,243,000 of these farmers derived over half their income from dairy 
and livestock, so that livestock forms a large proportion of the self- 
employed small unincorporated businesses in the country. 

The livestock producers feel that it is an inequity and unfair that 
they should be deprived of the privilege which is accorded to the em- 
ployees of big business to have a small portion of their earnings set 
aside tax free during their years of earning to draw down during re- 
tirement after their earnings cease. 

Mr. Erickson. Mr. Hart, right at that point I wonder, sir, if you 
are banking on the Jenkins-Keogh in principle or the bill as it stands? 

Mr. Harr. We like the bill as it stands, and we like the principle 
too. 

Mr. Erickson. Do you feel, sir, that, well, I should phrase that a 
little bit differently: Would your group of people think it a step for- 
ward if the Jenkins-Keogh principle were enacted with, say, a limita- 
tion of a thousand or $1,500 as a maximum deduction per year? 

Mr. Harr. Well, I don’t think that we would favor the deduction as 
quite that low. If that is the will of Congress, why, it would be a 
step in the right direction, but a farmer’s and rancher’s income is 
very highly fluctuating. The farmers and ranchers are in a very specu- 
lative business. Some years they make good solid profits and then go 
along for a series of years with a very low profit or perhaps none 
at all, and it would be, it seems to me, an unnecessary and an un- 
reasonable restriction to put too great a limitation upon the profits 
which could be set aside in a good year. 

Mr. Erickson. The reason I asked that 

Mr. Harr. They have a tougher problem on this retirement than a 
self-employed lawyer, for instance, whose income will be pretty steady. 
If he can set aside a thousand or $1,500 a year tax free out of income 
for 40 years, he has a nice little nest egg, but the farmer may have 
profits only half of those years, and, therefore, a limitation on him 
is double the handicap that it is on a person who has a more regular 
income. If it is tied in with the percentage of his income, it would be 
a lot more fair as far as the farmer is concerned. 

Mr. Erickson. That is the thing I was thinking of, and that is the 
reason I raised the question. Jenkins-Keogh limits to 10 percent 
of the income or $5,000 whichever is the lesser, and when we are 
talking about $5,000 of necessity we are talking about an income of 
$50,000, and that leaves out, in my understanding, a goodly number, 
only about 99 percent of small-business men, and that is why I wonder 
if possibly when we are discussing the subject if we maybe don’t have 
to realize that we are talking about very big operators when we are 
talking about 10 percent of $50,000. 

Mr. Hart. Well, $5,000 is perhaps higher than it would need to be 
for most farmers. On the other hand, a farmer can make $25,000 
in 1 year and then go along for 4 or 5 years without making a thing, 
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and to limit him to $1,000 in the year when he does have some profits, 
the economic circumstances preventing him from taking any deduction 
in the other years is a hardship. 

Mr. Erickson. Your point is well taken. I wanted to point out 
this other factor which must be considered and certainly ate to be 
considered by Congress in legislation of this kind which is definitely 
going to cost revenue. 

Mr. Harr. That’s right. 

Senator Bisie. | think we understand your theory on your first 
oint, Mr. Hart, if you want to get into the averaging of income, 

ecause we are well aware of Congressman Curtis’ bill on the matter. 

Mr. Harr. That’s right. The averaging of income fits in with 
exactly the same question that Mr. Erickson raised there. The rancher 

or the farmer is in a very speculative business. He may make lots 
of money 1 year, go for several years without any, and to tax him at 
the high graduated rates in the 1 year that he does make money and 
not offset that to equalize with the lower rates in the years when 
he doesn’t, makes him pay on the same total income over a period 
of years a much higher tax than the salaried person pays. 

Senator Bisie. Your committee supports the Curtis bill except you 
say it should be a 10-year rather than a 5-year average? 

Mr. Harr. We prefer that, because it fits more closely with the agri- 
cultural cycle. In the agr icultural cycle the prices of livestock go 
over a period that more closely approximates 7 or 10 years than 
it does 5, and to cover the whole cycle would require 10 years in our 
opinion. 

Our third point is on this voluntary conversion, Ranchers and 
farmers are particularly interested in the ever-expanding Federal 
ownership, State ownership of land, the condemnation for highways 
and for airports and for ey verything else. When a rancher’s land is 
taken there is provision in the law that he can reinvest the proceeds 
tax free, but the requirement on reinvestment is very strict. In order 
to keep it tax free under the involunt: ary conversion principles it has 
to be invested in property which is in the words of the statute “similar 
or related in service or use,” and this has been very narrowly inter- 
preted by regulations and the cases. If a rancher, for instance, has 
a section of his property condemned and it happens to have his 
ranch home and barns and improvements on it, he cannot go out and 
buy another section and then build a new -anch home, He has to go 
out and find a ranch which has the kind of improvement on it he 
wants and buy them. They may not be in the same area where he 
lives. They may not adjoin the remainder of his ranch. He has to 
reinvest the proceeds of improved property in similarly improved 
property and unimproved property in similarly unimproved prop- 
erty, and he has to do that right away. 

That contrasts with the very flexible relief which is afforded to 
a person who makes a completely voluntary exchange of property. 
The same rancher can go out and voluntarily trade ranches with 
someone else or trade ranch for city property or a ranch for oil 
royalties even voluntarily without paying a tax on it. It is a trade 
of property held for productive use and investment for property 
held for productive use or investment. We see no reason why the 
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investment provisions governing the investment of proceeds from 
an involuntary conversion should be more restrictive than those im- 
posed on the investment of proceeds of a voluntary transaction. 

Senator Brste. I think you have touched on an area here that does 
require some very careful considered judgment on the part of this 
committee. 

Mr. Harr. There are a lot of bills in Congress on the subject, and 
they provide various alternative solutions, but we would feel that to 
relate the language of the involuntary conversion statute to that of 
the—I think it is section 1031 (a), which is the voluntary exchange 
of property held for productive use and investment for similar 
property, would solve the need, giving them a little more time to make 
the reinvestment. 

Our fourth point, fourth amendment that we would advocate is 
another one that you are very familiar with, the extension of the time 
to pay estate taxes. When death strikes a rancher he typically 
hasn’t any cash, his ranch may be mortgaged. To raise money to 
pay the taxes he has to sell off the ranch or sell down his herd down 
to the point where the ranch is no longer productive. He has to go 
out of business, his family is ruined. It would seem that a reason- 
able period of time to pay the taxes in installments would not be too 
costly to the Government, and it would keep the rancher’s family in 
operation. 

Mr. Errcxson. Do you think it fair, Mr. Hart, for the Govern- 
ment to charge interest on the amounts withheld to be paid later by 
installments ? 

Mr. Harr. Well, that takes a little of the relief involved away. 
If the usual 6-percent interest were paid on the deferred installments, 
that would be quite a handicap on the rancher’s family, and I think 
it would be more in keeping with the purpose of the legislation which 
is to assist the rancher’s family in meeting their estate-tax obligation, 
to relieve them of interest or at least to make it at a very minimum 
rate. 

Mr. Ertcxson. You realize when we speak of interest on that it is 
no attempt to hurt the farmer or the small-business man or anyone 
else. It is an attempt to protect the revenue of the United States Gov- 
ernment. Each one of these provisions must be considered in the 
light of present requirements of the Government, and certainly, a 
or ieee providing for interest on the installments would set a little 

it better with the people who recognize the responsibilities than one 
not providing for it. That is why I asked your opinion on it. 

Mr. Harr. Certainly it would be better to charge interest than not 
to ont an extension at all. 

Senator Biste. You indicate, too, on your last page that you pre- 
fer 10 installments rather than 5? 

Mr. Harr. That’s right. 

Senator Brste. I think that is a very fine statement and will be 
incorporated in the record in full, and [ do appreciate your coming 
here and giving us the benefit of your views of the National Livestock 
Tax Committee. 

(The written statement of Mr. Hart is as follows :) 
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STATEMENT OF STEPHEN H. Hart, ATTORNEY FOR NATIONAL LIvEstocK Tax 
COMMITTEE 


This statement is made by me as attorney for the National Livestock Tax 
Committee. The National Livestock Tax Committee is sponsored by the great 
majority of livestock producers associations countrywide, as is shown by the 
letterhead of the committee upon which this statement is written. It has rep- 
resented such associations for a period of 16 years in Federal income-tax 
matters. These associations in turn represent a large proportion of livestock 
producers of this Nation, and they in turn are a substantial segment of the 
country’s small business. The committee’s status as spokesman for the live- 
stock industry has been recognized by the Internal Revenue Service, and the 
committee has often worked with the Service in framing and revising regula- 
tions under code provisions which affect the taxation of the raising and sale 
of livestock. 

As attorney for the committee, I have for the many years been exposed to the 
peculiarities of the industry, and I am very familiar with the tax problems 
which they raise. I have been authorized by the committee to urge the enact- 
ment of legislation to accomplish the following things: (1) The establishment 
of self-employed individuals’ retirement pensions; (2) the averaging of income; 
(3) the revision of the involuntary conversion section of the code to provide 
greater flexibility, particularly with respect to replacement requirements; (4) 
the revision of estate-tax provisions of the code to provide for payment of 
estate taxes in installments. 

Self-employed Individuals Retirement Act—Amendment to section 217 and 
others: The committee has studied various proposals to establish retirement 
benefits for self-employed individuals which in some measure, at least, will 
be comparable to the retirement benefits presently available to employees of 
corporations pursuant to tax-favored plans provided for in the code. The com- 
mittee is impressed with the proposed Jenkins-Keogh legislation. 

I am sure that arguments in support of the so-called Self-Employed In- 
dividuals Retirement Act of 1957 have been ably presented to your committee 
many times and that further reiteration in detail would be of no purpose. 
Suffice it to say that this proposed legislation is particularly important to stock- 
men because the vast majority of stockmen are self-employed and like other 
self-employers, they should be entitled to the same tax-protected retirement 
benefits which the code now makes available to employees. 

Farmers and ranchers represent a large portion of the self-employed pro- 
prietors of small unincorporated businesses. Statistics show that in 1953 there 
were 7,714,512 sole proprietorships and that those involving agriculture, for- 
estry, and fishery amounted to 3,209,565, or approximately 42 percent. Of 
this, 3,209,565 group, farmers account for 3,125,511. In turn, there are roughly 
1,243,400 farms, 50 percent or more of the income from which is derived from 
dairy and livestock operations. Farmers represent one of the most important 
vertebra in the backbone of the Nation’s economy. They are traditionally in- 
dependent people and want to work for themselves rather than for others. 
Their Occupation is a hazardous one financially. The history of farming and 
ranching is one of feast or famine, due to the vicissitudes of the weather and 
the tremendous difficulty inherent in the stabilizing of the national farm econ- 
omy. One year a stockman will make good profits, the next year these profits 
can be wiped out by disease, drought or storm, or merely lower prices. Under 
these circumstances, it is very difficult for the stockman to save for his old age. 
Hence, in those years when a stockman does make a profit he should be al- 
lowed to put part of it away, tax free, and in so doing help accumulate a sum of 
money which he can draw down bit by bit in the low-income years after his 
retirement at lower tax rates. 

In conclusion, the National Livestock Tax Committee feels that enactment of 
the proposed Jenkins-Keogh legislation is all-important to the livestock producers 
industry which plays such a prominent role in the Nation’s economy. It feels 
that the elimination of the present discrimination against the self-employed will 
do much to help the morale and financial position of a group which is engaged in 
a business which is subject to such great weather and market fluctuation hazards 
that the difficulty of saving for old age is particularly acute. 

Averaging of taxable income—amendment of subchapter Q of the Internal Rev- 
enue Code of 1954, by adding at the end thereof a new section, section 1348: I am 
sure that this committee is generally familiar with the principle of the averaging 
of taxable income in order to avoid what amounts to virtual confiscation by heavy 
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taxation of an unusually large income, all of which is received within 1 taxable 
year. This inequity has been dealt with to a very limited extent in sections 1301 
and 1302 of the 1954 code, which sections are designed to give tax protection to 
professional persons, such as artists, doctors, writers, and lawyers, who, after 
working on a particular project for several years, suddenly realize the fruits 
thereof by way of full compensation all within 1 taxable year. These taxpayers 
are allowed to average this compensation over a period of a few years, thereby 
avoiding the heavy tax which would be imposed upon the lump-sum compensation. 
These sections, however, do not overcome the chronic problem which faces a 
farmer and rancher during the entire period of his productive life. The problem 
is also somewhat eased by the carryback and carryover of operating losses, but 
these provisions also apply only to extreme fluctuations which result in actual 
losses, they don’t even out the peaks and valleys of profitable years. 

As has been previously mentioned, one of the greatest hazards, and possibly the 
greatest hazard, faced by the farmer is the fact that he sells his produce on a 
market which constantly fluctuates, frequently very violently. Specifically, I 
would like you to look briefly at the situation of the stockman. I have here a 
graph prepared in Denver for the National Live Stock Tax Committee by a repre- 
entative of the United States Department of Agriculture. This graph covers a 
span of years from 1900 to 1955 and shows the value per head of cattle and calves 
as of January 1 of each of those years. In 1905 the value was approximately $13; 
by 1920 the price had risen to a peak of almost $40; in 1922 the price dropped to 
about $20; in 1930 the price had risen again to $40; in 1934 the price had dropped 
to about $11; in 1950 the price had risen to $180; and in 1955 the price had 
dropped to $90. I think this graph shows dramatically how the income of a 
ecattleman is subject to tremendous ups and downs. 

The result of this and the graduated income tax is that in the good years the 
profits earned by a stockman are in large part taxed away in the highest brackets, 
leaving the stockman with very little accumulation to carry him through the bad 
years. Clearly, this is an entirely different situation from that of the wage earn- 
er, whose earnings are roughly the same year after year, and whose total tax 
burden at lower rates on the same total income is, therefore, much less. This 
results in the stockman actually being penalized taxwise for his willingness 
to undertake the risks of farming, which are so essential to the economy of 
our country. It seems clear then that the stockman should be allowed to average 
his income. 

The National Live Stock Tax Committee has studied various methods proposed 
for the averaging of income and favors the proposal of Representative Curtis 
of Missouri whose bill H. R. 7837 was introduced into the House of Representa- 
tives last year and was referred to the Committee on Ways and Means. Briefly, 
the proposal works this way: An individual who had a substantial increase in 
income in any one year would be allowed to spread the increase over that year 
and the 5 preceding years. His tax on the increase would be computed on the 
lower rates applicable to the preceding years. The proposal limits the adjust- 
ment to cases in which there is an increase in 1 year of more than 50 percent 
over the average income of the past 5 years. The committee feels that this 
general method is realistic, simple, and fair. All of the income is taxed, but at 
average rates. 

However, the committee feels that the proposal should be varied to increase 
the averaging period from 5 to 10 years in view of the fact that the highs and 
lows of agricultural price cycles would be more completely encompassed by a 
10- rather than a 5-year period. 

In conclusion, the National Live Stock Tax Committee earnestly urges the 
serious consideration by your committee of an amendment of the 1954 code which 
will permit the averaging of taxable income in substantially the manner proposed 
by Representative Curtis at the 1st session of the 84th Congress, in H. R. 7837, 
except that the committee would recommend a 10- rather than a 5-year averaging 
period. 

The committee feels that this is of vital importance to the farmer and rancher 
in view of the fact that his income fluctuates tremendously and he is, therefore, 
penalized taxwise by the imposition of taxes at graduated rates on each year’s 
income rather than on his average income over a period of years. 

Nonrecognition of gain—involuntary conversions—amendment to section 1033: 
A matter of growing concern to the National Live Stock Tax Committee and the 
stockmen it represents is the ever-increasing activity of the Federal and State 
Governments in the field of real property condemnation. In the recent past, 
millions of acres belonging to farmers and ranchers have been condemned for 
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defense purposes, for highways and for national parks, for recreation and for 
wildlife refuges. It appears that under the proposed Federal highway program, 
there will be additional condemnations involving substantial amounts of land. 
Although the landowner is theoretically compensated for the taking of his land, 
nevertheless he is presented with serious problems as a result. A most important 
problem to him is being ousted from what in many cases has been the home of 
his family for several generations. Moreover, he is faced with other problems— 
financial problems—which result from the present provisions of the code, which 
are designed to protect him from unfair tax treatment but which fail to accom- 
plish this purpose effectively. 

The present provisions of the code which cover the so-called involuntary con- 
versions are contained in section 1033 and they provide, among other things, that 
if a man’s land is condemned and the money which he receives therefor is more 
than he had originally paid for the land, thus resulting in a profit, this profit 
will not be taxed provided that the landowner reinvests all of the condemnation 
proceeds in “property similar or related in service or use to the property so con- 
verted” within 1 year after the close of the first taxable year in which any part 
of the gain is realized or at the close of such later date as the Secretary of the 
Treasury may agree to. This section of the code has gone a considerable way 
in protecting a landowner from being taxed on a profit which he was forced to 
realize, thus reserving to him all of the condemnation proceeds for reinvestment 
in similar property, provided that he does so within the required period of time. 

I should point out that in many cases the tax profit made on condemnation 
can be quite sizable if the land condemned has been held for a good many years 
by the landowner. Property values have soared over the years so that the 
difference between the landowner’s original cost and the cost of the land’s 
fair market value at the time of condemnation can be tremendous. A tax im- 
posed upon this differential is a severe penalty since the landowner needs all of 
the proceeds tax free in order to purchase comparable land, which also is highly 
priced. 

Unfortunately, however, although section 1033 is designed as a tax-relief sec- 
tion, nevertheless the regulations and court decisions have limited the land- 
owner severely insofar as the use of the condemnation proceeds is concerned. 
The words “property similar or related in service or use” have been very 
narrowly interpreted. For example, the regulations state that there is no 
investment in property similar in character if ‘the proceeds of unimproved real 
estate, taken upon condemnation proceedings, are invested in improved real 
estate.” Under this regulation which has been sustained by court decisions, if 
a stockman’s home, ranch, or farm were condemned, he could not take the pro- 
ceeds and invest part of them in unimproved real estate, using the rest to build 
himself a new house, barn, and so forth. 

Thus, the primary difficulty under the present section 1033 is that the land- 
owner is severely restricted as to the type of property in which he must invest 
the condemnation proceeds and the time within which he must do so. Cer- 
tainly, a landowner should be allowed to purchase similar unimproved real 
estate and use part of the proceeds to build a home and other improvements 
comparable to those he had on the property which was condemned. Certainly, 
he should be given ample time in which to find property comparable to the prop- 
erty condemned. In addition, he should be given greater latitude as to the type of 
property he may purchase since in many cases it is imposible or completely imprac- 
tical for him to find property in the same area or in an area in which he wishes 
to live, which is comparable to his condemned property. If he is unable, for 
instance, to find another ranch or farm, he should be alowed to invest the con- 
demnation proceeds in some other form of income-producing real estate. Under 
the present law, he would be restricted to purchasing another ranch or farm 
and he would have to do so promptly. It is true that he could extend the re 
placement period by agreement with the Government, but he is exposed to a 
serious sacrifice should he happen to slip up in meeting the extension require- 
ments, 

There were introduced into the last session of Congress many bills dealing 
with this problem. The relief asked for by these bills ranged all the way from 
eliminating the tax even though the proceeds were not used for reinvestment 
to merely relaxing the replacement requirements. One of these bills which we 
feel has particular merit provided for nonrecognition of gain provided that the 
taxpayer reinvested the proceeds in other income-producing property whether 
or not the new property was similar to the property converted. The committee 
feels that an amendment of section 1033 along these lines would be far more 
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equitable to an ousted landowner than the present restrictive conditions, and, 
in addition, the committee feels that the time within which the converted prop- 
erty must be replaced should be extended to at least a 2-year period. 

As a minimum, the committee feels that section 1033 should be amended to 
provide that there will be no recognition of gain in the event that a taxpayer 
reinvests the proceeds in property of a “like kind” to be held either for produc- 
tive use in trade or business or for investment. This provision presently exists 
under section 1031 (a) in connectiton with nontaxable exchanges of property 
held for productive use or investment, and under the regulations and cases 
interpreting these provisions, a taxpayer may exchange improved real estate for 
unimproved real estate and he may exchange city real estate for a ranch or 
a farm, or a leasehold of a fee with 30 vears or more to run for real estate. 

Certainly the law should not impose, as it now does, more stringent replacement 
requirements with respect to the rancher whose property is condemned by the 
Government against his will than with respect to the rancher who makes a 
voluntary trade with another taxpayer. 

There is one other provision of section 1033 which the committee would like 
to see amended and that is the provision whereby the benefits of section 1033 are 
extended to sales of breeding herd livestock forced by drought. In this case, 
the committee particularly urges that the replacement period be extended to 5 
years in view of the fact that after a severe drought, it takes-a rancher or farmer 
a number of years to recover fully and the stockman should not be required to 
replace all of the sold breeding herd animals within 1 year after the sale. He 
should be allowed to buy back more slowly, and it is the consensus of the com- 
mittee’s sponsoring associations that 5 years is realistic. A bill to this effect, 
H. R. 6148, has been introduced by Congressman Ikard of Texas. And in this 
connection with this problem, the committee also is interested in relaxing the 
restriction as to the type of property which is required for replacement. The 
committee feels that a stockman should be allowed to replace breeding cattle 
with breeding sheep, or vice versa, or, in fact, to be able to replace any type of 
breeding animal with any other type. 

In conclusion, it is the committee’s position that the provisions of section 1033 
with respect to the restrictions on the type of replacement property should be 
amended to give the taxpayer more latitude than is presently available under the 
interpretation of the words “property similar or related in service or use” so that 
a taxpayer may invest in any form of income-producing property or at least in 
property held for productive use in trade or business or investment of a “like 
kind.” Further, the committee feels that the time within which the reinvestment 
must be made should be extended in general to 2 years and in the case of sales 
of breeding herd animals forced by drought, to a period of 5 years. 

Payment of estate tax in installments—amendment of subchapter A of chapter 
62 by adding a new section at the end thereof, section 6157: One of the greatest 
problems faced by farmers and ranchers is the payment of estate taxes. This is 
a greater problem for the farmer and rancher than for most other businessmen 
because of the fact that his estate assets have very little liquidity and there is 
customarily very little cash on hand to pay estate taxes. More often than not 
the ranch or farm is mortgaged at the time of death and therefore it is not 
possible for the estate to borrow money against it. The only alternative, there- 
fore, is to sell livestock or land. This is frequently a very serious alternative in 
that it can mean the end of the ranch or farm as a going business. The forced 
sale of a substantial part of a breeding herd which the deceased rancher or farmer 
and his family has taken years to build up may not only cripple the ranch 
financially, but it also represents a great economic waste. The same can be true 
if a large part of the ranch or farm properties must be sold. Certainly the 
Government would do better to allow the tax to be deferred for a length of time 
by permitting the estate to pay in installments out of receipts from the ranch’s 
or farm’s normal operations. 

Under the present estate-tax law, the tax must be paid within 15 months after 
the decedent’s death with the exception that this time for payment may be 
extended at the discretion of the Secretary of the Treasury in so-called undue 
hardship cases. But this exception is not satisfactory for several reasons, among 
them the fact that the extension is entirely discretionary with the Secretary 
or his delegate. In addition the regulations which have appeared by way of 
interpretation of this undue-hardship section give a very narrow and limited 
definition of an undue hardship. Under these regulations the estate is required 
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to sell its assets if there is a market for them unless the sale would result in a 


substantial financial loss. In other words, it appears that the estate must 


sell unless the sale would be at a sacrifice price. Thus, although the Govern- 
ment’s tax interests are well taken care of by such regulations, the family of 
the taxpayer is faced with almost inevitable ouster or dispersion of the livestock 
on the farm or ranch. 

Because of the foregoing, the National Live Stock Tax Committee feels 
it to be very important that the estate tax provisions of the 1954 code be 
amended to allow the estate of a farmer or rancher to pay the estate tax in 
installments over a period of years. The committee has studied a number of 
bills which have been introduced in Congress, including those of Senator Malone 
and Representatives Simpson and Baumhart. As you know, Senator Malone’s 
bill is directed squarely at the farm and ranch problem and extends the priv- 
ilege of installment payments of estate tax to estates where one-half or more 
of the value of the gross estate consists of property which was used by the 
decedent in farming. This bill provides for five installment payments. 

The bill introduced by Representatives Simpson and Baumhart, on the other 
hand, is more broadly worded and is directed toward small-business men in 
general and, in the committee’s opinion, clearly would include farmers and 
ranchers. This bill provides for 10 installment payments. The committee feels 
that this bill is preferable in view of the larger number of installment paymeats 
allowed, and also because the committee recognizes that other small-business 
men besides the farmers and ranchers are also in serious need of this same 
tax relief. 

In conclusion, the National Live Stock Tax Committee feels strongly that the 
estate tax provisions of the 1954 code be amended to allow payment of the 
estate tax in installments where small business is concerned and where more 
than one-half of the gross assets of the estate represent unliquid assets from 
which arise the primary source of the decedent’s income. The farm or ranch 
of a decedent is an outstanding example of this situation. 


Senator Braue. Our next witness will be Mr. O..J. Miller. 


STATEMENT OF 0. J. MILLER, PROFESSIONAL PHARMACY, 
ENGLEWOOD, COLO. 


Mr. Mitier. My name is O. J. Miller, and I operate the Professional 
Pharmacy in Englewood. I feel that I represent a part of the business 
of this United States that we haven’t heard from as yet today and 
that is actually small business. The type of profits that I have heard 
mentioned today are the gross business that I do. So, I feel that we 
have a story that we should tell you about. 

Senator Brie. How big an operation do you have, Mr. Miller? 

Mr. Miturr. I employ 8 people, and we do about $200,000 worth of 
business a year. 

Senator Biste. You have eight people? 

Mr. Mitier. Yes. I feel that I represent 40 people out of every 
50 people who inhabit the business areas of our industry that is all 
over the United States. In other words, I feel that I haven’t heard 
anyone else represent these people today, that I represent the hardware 
merchant, the small grocery operator, the drugstore operator, the 
filling-station oper ator, the garage man, and that sort of thing. 

Our problem is very simple. It won’t take me long to tell you ‘about 
it. We are the class of people that net anywhere from $5,000, I would 

say, to $18,000 a year, and that net profit represents our salar y as well 
as the interest on our investments, and I would say that most of us 
have probably anywhere from fifty to sixty up to one hundred thousand 
dollars invested in our businesses. I do not mean that we have that 
much cash invested, because we are paying on that, and there is the 
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crux of our problem. I would like to give you an example of the 
problem to show what I mean by that. 

In the retail business, and I think this is true pretty well all over 
the United States, the average man buys or I should say rebuys his 
stock in fixtures every 15 to 16 years from the city and county in what 
we call stock and fixture taxes. That is the assessments that we pay 
for our schools and upkeep of our roads and that sort of thing. 

Now, for instance, in my particular business, I will have to use 
that for an example because that is the only business I particularly 
know anything about, I made a net profit of $18,000 last year. In 
order to compete with the area of business that had come into my com- 
munity I had to increase my inventory $8,500. I had to pay in the 
neighborhood of $2,600 on that inventory increase so that rather than 
$8,500 that inventory cost me $11,100. I had to pay this income, this 
stock tax which, as I say, I buy my business back again every 15 years. 
Now, out of the $20,000 on whieh I pay a normal income tax [ also 
have to put $8,500 into my business, and that is the problem that we 
have as small-business people, where do we get that extra capital to 
finance that sort of thing ? 

Senator Bratz. Do you have some suggestions along that line’ Is 
the reinvestment feature of assistance to you ? 

Mr, Miter. That is the only logical thing to do. In my type of 
business ten to fifteen thousand dollars would be a big figure if we 
were deferred that much that we could reinvest into our businesses. I 
can see where these other men who have incomes in the fifty-or-sixty- 
thousand-dollar bracket have the same problem but on a bigger scale, 
and I would say any kind of a deferment, certainly not an excuse from 
income tax, but some type of deferment where we could enjoy the right 
to let our businesses grow in order to keep up competition would be the 
answer to our problem. 

Senator Biste. Being permitted to reinvest X dollars back into your 
business ? 

Mr. Mitier. If I have to put $8,500 back into my business and in- 
crease stock, that $8,500 is deferred, and I have a deferment of my 
income tax on that for a given number of years until I start taking it 
back out, and certainly, the Government won’t suffer from that, because 
they will be paid then. 

Senator Brste. I would think the deferment of your estate taxes 
would be very important for a person operating with only 4 or 5 or 7 or 
8 employees, because you could certainly be wiped out. 

Mr. Miter. Estate taxes are very important. As these other men 
mentioned, and I didn’t mention it cca they did, I am in favor of 
stretching that over a period of time so in my particular case my 
widow or my children won’t have to give up entirely what I have 
worked for all my life. 

Senator Bratz. It would come closer to guaranteeing or insuring 
some continuity in your business. 

Mr. Mriter. That’s right, give them an appertanety to continue. 

Mr. Ertcxson. Is your business incorporated ¢ 

Mr. Mitixr. No, sir; it is a sole proprietorship, and I think prob- 
ably, as I said before, that type of business represents probably 40 out 
of every 50 small businesses that inhabit the main streets of every 
small community in the United States. 
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Senator Brete. Likewise, a person in your type of business is con- 
stantly confronted with this very problem of merger, isn’t that true? 
Spent yes being eaten up constantly by big chain drugstores, for 
example ? 

Mr. Miter. That’s right. We have the opportunity all the time 
to become part of them or represent them, but that is an admission of 
defeat of private enterprise. That is all mergers are, is the admission 
of one group of people or one man that he cannot compete in the area 
of competition of which he is a part and rather than taking bankruptcy 
or taking the other way out he becomes a part of the bigger organiza- 
tion which, in turn, becomes the monopoly which, in turn, becomes the 
control of the country as you know. 

Senator Braue. I certainly appreciate — testimony very much, 


Mr. Miller, and I am delighted that you did make yourself known to 


the committee, because you do represent Main Street America as we 
all know it and are a very important part of our small-business world. 
You have made a real ssuteibution to the hearings. I think we have 
to pay more attention to these really small-business men. 

Mr. Erickson. I would like to say to Mr. Miller and the other people 
here and for the record that we have in the prior hearings heard many’ 
persons such as yourself who do represent the retailers. It does hap- 
pen that the hearing here in Denver has lacked your representation. 

Senator Bratz. Miss Reporter, we do have a statement here from 
Mr. Lad A. Felix, president of the Colorado Hotel Association, which 
may be incorporated in this place in the record. 

(The document referred to follows :) 


STATEMENT OF Lap A. FELIx, PRESIDENT, CoLORADO HoTeL ASSOCIATION, 
DENVER, COLo. 


Mr. Chairman and gentlemen of the committee, I should like to speak in behalf 
of the Colorado Hotel Association of which I am president. We in the hotel 
industry have certain problems, relating to Federal taxation, which are not of so 
much concern generally to small businesses. I will relate to you the tax prob- 
lems we face, but I would like to point out that I do not necessarily mention these 
problems in the order of their importance. 

One of the most pressing problems is the adverse effect excise taxes have upon 
the hotel industry. Our industry is exposed to numerous excise taxes; some 
of which are: Admissions and cabaret, alcoholic beverages, beer and wine; com- 
munications; business and store machines; coin-operated devices; air-condition- 
ing equipment; sterling flatware and silverware; and the transportation tax. 

While all of these excise taxes tend to have an adverse effect upon our busi- 
ness, directly or indirectly, the transportation tax, alcoholic beverages, beer 
and Wine tax, and the admissions and cabaret tax have the most depressing 
effects. The 10-percent transportation tax has a great tendency to decrease 
travel by the American traveling public by public transportation. Travelers are 
tending more and more to travel by private automobile. This results in greater 
patronizing of motels on the fringes of cities by travelers rather than the patron- 
izing of downtown hotels. The excessively high tax on alcoholic beverages, beer 
and wine, has served as a deterent to the consumption of such beverages due 
to the high retail price. The admissions and cabaret tax has been a never- 
ending source of concern to our industry since not only does it make almost 
impractical the economic operation of entertainment rooms by our industry, 
but it also destroys job opportunities for musicians, waiters, cooks, etc., thus 
drying up many avenues of profitmaking to our industry and those affiliated 
With us. Not only must we sacrifice business as a result of these taxes, but we 
are also compelled to incur additional record-keeping expense in order that we 
may adequately comply with the collection and remittance of these taxes. 

We earnestly request that consideration be given to the repealing or reducing 
of these taxes. It is our belief that the purpose for which these taxes were 
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enacted has long since ceased to be applicable. For example, the wartime- 
inspired transportation tax. If revenue must be raised by our Government, we 
feel there are other and more equitable means. 

Fortunately, the sum-of-the-digits method of depreciating capital improve- 
ments has been retained under the 1954 Revenue Act. It has been frequently 
proposed that the 1954 Revenue Act be amended and this method be foreclosed 
to the taxpayers. 

Our industry urges that any such future attempt be immediately put down. 
The sum-of-the-digits method of depreciation, together with other forms of accel- 
erated depreciation has enabled we hotel owners to improve and expand our 
properties, The result has been that we have been able to present more attrac- 
tive accommodations to the traveler and thereby gain his patronage and good- 
will. The competition of our industry with motel operators is ever present. 
Quick recovery of capital invested in our properties enables us to meet com- 
petition and also serves to provide more work for construction people and an 
impetus to our expanding economy. 

It has been proposed on various occasions that the social-security tax should 
be imposed upon tips received by service employees of hotels. We strongly dis- 
agree that any such provision is practicable. First and foremost, hotel man- 
agement cannot determine the quantity of money received by service employees 
in the form of tips. Occasionally at large banquets or luncheons the tip is 
included in the check and on these occasions management Can determine the 
income received by service employees in the form of tips. This is one of those 
rare instances in which that is true. It would require almost constant policing 
and surveillance by management in order to determine how much service em- 
ployees do receive by way of gratuities. It would require an undue intrusion 
upon the personal matter of such employees to compel them to submit to the 
type of procedure which could be reasonably expected to disclose the quantity 
of money in tips they receive. Consequently, we believe the above reasons ade- 
quately show the impracticability of making gratuities subject to social-security 
tax. 

We small-business men who are sole proprietors or perhaps partners in the 
operation of a hotel business feel that we are being unduly denied a privilege ex- 
tended to corporations engaged in the same type of business. Specifically, 
under certain circumstances, our employees may exclude from gross income the 
cost of lodging and meals given them by us. A corporation engaged in the hotel 
business will, by its very nature, not have anyone performing services for it who 
is not an employee. The somewhat anomalous result is reached that an officer 
of a corporation may exclude meals and lodging received from gross income, but 
a sole proprietor may not solely because in the first instance, one is considered 
an employee and, in the second instance, one as an owner. All of this is due 
solely to the form of legal entity employed to do business. 

It is our feeling that this practice is not equitable. We advocate the adoption 
of an amendment to the Revenue Code which would do away with this inequity. 
The amendment we propose is as follows: 


“Section 1783—MEALS AND LODGING OF PROPRIETORS OR PARTNERS OF UNINCORPO- 
RATED BUSINESSES 


“There shall be allowed as a deduction under section 162 all of the ordinary 
and necessary expenditures incurred by a sole proprietorship, partnership, or 
other unincorporated trade or business in furnishing meals and lodging to a pro- 
prietor, partner, or other individual owner of a proprietory interest in such un- 
incorporated trade or business who performs services in the conduct of such 
trade or business, but only if: 

“(1) An employee of the unincorporated trade or business hired to perform 
the services performed by the proprietor, partner or other individual owner 
of a proprietory interest in the unincorporated trade or business, would have 
been furnished the same meals or lodging by the unincorporated trade or busi- 
ness for the convience of his employer. 

(2) The ordinary and necessary expenditures incurred by the unincorporated 
trade or business in furnishing such meals and lodging to such employee would 
have been deductible under section 162; and 

“(3) The employee would have been entitled to exclude thhe value of such 
meals and lodging from his gross income under the provisions of section 119.” 

There are other tax matters that have a profound effect upon the hotel indus- 
try. The first four of these were recommended by President Eisenhower be- 
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fore the House Ways and Means Committee, July 15, 1957. The matters are as 
follows: 

(1) That businesses be given the right to utilize, for purchases of used prop- 
erty not exceeding $50,000 in any one year, the formulas of accelerated de- 
preciation that were made available to purchasers of new property by the 
Internal Revenue Code of 1954 

(2) That corporations with, say, 10 or fewer stockholders be given the option 
of being taxed as if they were partnerships. 

(3) That the tax payer be given the option of paying the estate tax over a 
period of up to 10 years in cases where the estate consists largely of invest- 
ments in closely held business concerns. 

(4) An original investor in a small business should be given the right to de- 
duct from his income up to some maximum amount prescribed by Congress, a 
loss, if any, realized on a stock investment in such businesses. At the present 
time the deduction of such losses from income is subject to the general limi- 
tation on net capital losses of $1,000. 

(5) A measure that would give self-employed persons a tax deduction for 
amounts placed in individual retirement programs. At the moment, corporate 
employers can treat as deductible, for expense purposes, when computing income 
tax, funds paid into retirement programs for employees. These proposals 
would set up similar machinery for partnerships and proprietorships. 

It has been a distinct pleasure to appear before this committee today. Speak- 
ing for myself and the Colorado Hotel Association, I wish to thank the dis- 
tinguished members of this committee for permitting me to appear. 

Senator Brete. I would like to have it understood that we will have 
a written statement that is to be given to us by Ralph Burris, Buick 
dealer in Durango, which will be presented by Clive Bradford, of the 
Colorado Automobile Dealers Association. "You want some time to 
prepare that statement; is that correct? I am not exactly clear how 
you want to handle it. For the information of those here the record 
will be kept open for 2 weeks, and any statement that anyone would 
like to furnish can be furnished to the staff and will be made a part of 
this record just as if it was given here if furnished within 2 weeks 


from today. 


STATEMENT OF CLIVE BRADFORD, COLORADO AUTOMOBILE 
DEALERS ASSOCIATION, DENVER, COLO. 


Mr. Braprorp. Mr. Burris was prepared to submit his statement 
orally, but when it became apparent night before last that he could 
not be here 

Senator Bratz. For the record you are Mr. Clive Bradford ? 

Mr. Braprorp. Yes. When it became apparent that there might 
not be an opportunity for him to make an oral presentation we didn’t 
feel that he should travel 340 miles to be frustrated in an attempt to 
present his statement orally. 

Senator Bratz. The committee doesn’t try to frustrate anybody, 
but sometimes in trying to work out a witness list it is difficult to 
know how many we can actually accommodate, so, he can feel per- 
fectly free to submit that statement within 2 weeks. It will be con- 
sidered just the same as if he had given it here in oral testimony 
today. 

Mr. Braprorp. I want to say we appreciate the opportunity to make 
a written statement, and we will abide by your instructions and 
comply with it. 

Senator Bratr. Unless you, yourself, want to testify. 

Mr. Braprorp. No; I think it would be preferable to have a dealer 
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representing our own industry who can tell you about the problems 
of his own business. 

Senator Brate. Very fine, just as you wish in the matter. That 
will be the understanding for the record. 

(The document referred to was not received at time of printing. 
When received, it will be made a part of the committee files.) 

Do we have any further statements that are to be incorporated in 
the record at this time? If not, we will stand in recess, and I do want 
to state that again we have come into an area of small business where 
there seems to be a surprising unanimity in these 10 hearings that we 
have had around the country. It is a real compliment to the small- 
business men to understand from them that they recognize first some 
of our tax needs, some of the real problems that we have on the na- 
tional level and are not asking us for the impossible on the Washing- 
ton level. It is simply the opportunity to live and to grow, and it is 
with that thought in mind that we will stand in adjournment. Thank 
you very much. 

(Whereupon, at 3:45 p. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, November 22, 1957, at Wichita, Kans.) 
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FRIDAY, NOVEMBER 22, 1957 


Untrtep States SENATE, 
SeLect COMMITTEE ON SMALL Bust«NEss, 
Wichita, Kans. 

The committee met, pursuant to recess, at 10 a. m., in the court of 
appeals courtroom, post office and courthouse, Wichita, Kans., Sen- 
ator Alan Bible presiding. 

Present : Senators Alan Bible and Andrew F. Schoeppel. 

Also present: William J. Erickson, counsel, and Wiley S. Messick, 
counsel. 

Senator Brste. The meeting will come to order, gentlemen. We, 
indeed, are very happy to be here in Wichita this morning. I am 
particularly happy to be joining my very close and dear friend, Sen- 
ator Schoeppel. I have had the honor and pleasure and privilege of 
serving with him not only on this very important Small Business 
Committee but likewise on the Interstate and Foreign Commerce 
Committee, and it has been a distinct education for me to learn from 
Senator Schoeppel many of the ins and outs of the ever-fascinating 
business of being a public servant in the city of Washington. Indeed, 
Senator Schoeppel, it is wonderful to be with you here in Wichita 
this morning. 

We are here to continue a series of hearings being held across the 
Nation in connection with the Senate Small Business Committee’s 
study of the impact of Federal taxation on small business. We just 
completed a hearing in Denver day before yesterday. I believe this 
is the 11th of our series, and there are still three more hearings to 
be held after today. 

Five years ago, this committee made a similar study. After a 
series of hearings in 7 cities involving over 500 pages of testimony 
from 129 witnesses, a report was filed with the Senate stating the 
unanimous findings and recommendations of the committee. Most 
of the recommendations of that report were subsequently written into 
law, much to the benefit of the small-business economy. 

During the years since our last study, it has become increasingly 
clear that all is not well with the small-business men of this country. 
It is evident that many of the ills facing this segment of our economy 
are caused by the Federal tax system; therefore, we on this committee 
feel it is once again time to consult directly with representatives of 
American small business. 

This study has a dual purpose. First, we hope to determine the 
extent to which the Federal tax system imposes an unfair burden on 
small business. Second, we want to have the benefit of the opinions 
and recommendations of the witnesses who appear on the different 
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proposals made to relieve small business from any unfair burden m 
which is found to exist. n 
It is hoped that representatives of all types of small business may se 
be heard during the course of this investigation. Members of pro- de 
fessional groups serving small business are also being asked to testify. be 
In addition, many other businessmen will be granted permission to w 
file written statements for inclusion in the committee’s record. From ir 
the testimony of all these people, the committee hopes to get a com- al 
prehensive picture of the problems facing small business today which il 
result from the Federal tax structure. 
At the end of this series of hearings, the 13 members of the committee a 
will work out a report giving the conclusions we have reached from a 
study of this mass of evidence and will prepare an omnibus small- I 
business tax relief measure for introduction in the Senate early in a 
January. il 
Now, Senator Schoeppel, I am very happy to recognize you and to T 
ask you for your opening statement. r 
S 
STATEMENT OF HON. ANDREW F. SCHOEPPEL, UNITED STATES si 
SENATOR, FROM KANSAS ; 


Senator ScuorrreL. Senator Bible and my colleagues from the 
House, Congressman Rees and Congressman Breeding, I particularly s 
want to say we are happy that you are here in Wichita, Kans., this 
morning. As those of you know, Senator Bible and I have the pleas- 
ure of serving not only on this committee but the Interstate and For- 
eign Commerce Committee of the Senate. 

It has been a joy and pleasure to work with Senator Bible. We 
regret, of course, that other members of the Select Committee on Small 
Business could not be here, but they have attended a number of the 
other hearings in other areas. I am sure the witnesses who will ap- 
pear here today will present their views in a clear, concise manner 
which will be very beneficial to the committee when it convenes to study 
the entire record. 

I want to thank those who have come here, giving your time to assist 
this committee in this important series of hearings. We who represent 
you in Washington have two ways to get at a problem, firsthand and 
then through you folks, and I have found in my experience back there 
and at home that the grassroots approach is a pretty sound one, and 
that is what we hope to reflect in this series of hearings. 

I understand that 15 or 20 people will testify here. We are going to 
oy you time, as Senator Bible has indicated, to submit your views 

ully and completely. To those of you who probably are interested in 
certain specific problems, I know that the staff of the Small Business 
Committee will welcome your suggestions and will be happy to visit 
with you at the completion of this hearing. 

As Senator Bible indicated, back in 1952 this committee conducted 
a series of hearings quite similar to those we are now concluding. Those 
committee hearings were used as background for the material used 
in this series of hearings. I will not elaborate upon some of the prob- 
lems that we hope can be discussed and enlarged upon. We do emai 
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that in this series of hearings there are certain tax dislocations, as 
Senator Bible pointed out, that are not permitting the small-business 
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man to plow enough of his money and his earnings back into his busi- 
ness. There are numerous recommendations that have been pre- 
sented by the President’s Cabinet Committee, some of which were 
deferred because of the budgetary situation. A number of bills have 
been introduced in the Senate and House which, if enacted into law, 
would aid small business. It all goes to show that we are consider- 
ing your problem and we want you people in my home State of Kansas 
and my home city of Wichita to know we have a very definite interest 
in getting at the root of this problem. 

Lao I will say, Senator Bible, I am happy to be here with you 
and assist in the conducting of this hearing. 

Senator Brstz. Thank you very much, Senator Schoeppel. I think 
[I should introduce to the audience our two staff members who are here 
assisting us and who are prepared to be of assistance to you in answer- 
ing some of your technical questions, as Senator Schoeppel indicated. 
This is William J. Erickson from the State of Minnesota, a very able 
representative of the Small Business Committee, and to my left Wiley 
S. Messick from the State of Alabama. You see we are well repre- 
sented here on the Small Business Committee geographically. 

Now, I want to call upon one of your distinguished Congressmen, 
Edward H. Rees, for a few words. Congressman Rees. 


STATEMENT OF HON. EDWARD H. REES, A REPRESENTATIVE IN 
CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT OF 
KANSAS 


Congressman Rees. Senator Bible and Senator Schoeppel, I want to 
assure you that I appreciate being invited to come over and listen in on 
this discussion this morning. I think it is wonderful that you decided 
to come to the city of Wichita, the capital city of our great State of 
Kansas except not named as such, but we are capital in a good many 
other respects—in our airplane building and other industries. I am 
glad to have you here. I am glad to have a chance to listen to the 
discussions this morning. I want to say to you I think you are setting 
a fine precedent in going about the country and taking this testimony 
as you go along. I think it would be well for other committees to 
follow a similar pattern. 

Let’s go down and talk to the people about their problems, and then 
we will be in better shape to talk about them when we get back to 
Washington. Thank you. 

Senator Brete. Thank you, Congressman Rees. I hope you feel 
free and have the time to participate in these proceedings as they 
continue throughout the day. Now I would like to call upon Con- 
gressman J. Floyd Breeding to my right for a few words. 


STATEMENT OF HON. J. FLOYD BREEDING, A REPRESENTATIVE 
IN CONGRESS FROM THE FIFTH CONGRESSIONAL DISTRICT OF 
KANSAS 


Congressman Breepinc. Thank you, Senator Bible. It certainly is 
a pleasure to have you in our midst here in Kansas this morning. As 
distinguished a Senator as you are, it certainly is an honor for the 
people of Kansas and for myself, especially, to be here with my col- 
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leagues, Senator Schoeppel and Congressman Rees, to participate with 
you in this hearing. 

I have one of the largest districts in Kansas, and certainly I have 
covered every county in it recently. I have visited with many small- 
business people and small operators in this area, and I am certain that 
we are in trouble as far as tax relief is concerned with these people. 
It seems that they cannot expand in small busines because of the 
excessive amount of tax that they must pay. I am sure that this 
morning and today we will hear a lot of their problems, and later on 
in the day I would like to have a few remarks since I have covered my 
district thoroughly. I would like to insert in the hearings of this 
meeting some of the statements that have been made to me over this 
district. It certainly is a pleasure to be here and participate. 

Senator Biste. We are very happy to have you, Cig eeliini 
Breeding, and you certainly may feel free not only to participate dur- 
ing the course of the hearings but to insert any remarks that you 
would like at any appropriate time during the day. 

I might state for those who are making talks today I understand 
that we are wired for sound, and accordingly you had better be very 
careful of everything you say, because I understand this goes out over 
the air and that it will be taped and possibly recorded, and speaking 
as a man in political life—I have spent the better part of my life in the 
service of the public—sometimes when they wire you, you have to 
be awfully careful of what you say. 

Senator ScHorrret. At this juncture, Senator Bible, may I offer for 
the record Congressman Breeding’s prepared statement. 

Senator Brae. It will be incorporated. 

(Congressman Breeding’s statement is as follows:) 


STATEMENT OF Hon. J. FLoyp BREEDING, REPRESENTATIVE IN CONGRESS FROM THE 
FIFTH CONGRESSIONAL DISTRICT OF KANSAS 


Mr. Chairman, I am sure that small business should have some tax considera- 
tion. Inasmuch as a small-business operator has to pay a tax of 52 percent on 
everything over $25,000 net profit. This is the same percentage as a million 
dollar corporation or a big business pays. For this reason, it seems that a 
small-business man could never get ahead enough to expand his own business. 
As I see it, one year this small business may have a good year and show a 
profit of $25,000 to $35,000, but perhaps maybe the very next year, because of 
adverse weather conditions or low farm prices, or other factors, he may only 
make $5,000 profit; but he cannot get any rebate of the 52—-percent tax paid in 
the good year. 

I am sure that for this reason small-business operators should be allowed tax 
credits for investments made in their business up to a reasonable amount. Cer- 
tainly agriculture in my congressional district has a great bearing on small 
business, and when agriculture is in a depressed condition small business 
suffers. When agriculture prospers small business prospers. Presently both 
agriculture and small business are in serious trouble. The purchasing power of 
the farmer at present is dangerously low, and we will see more and more small 
businesses in this area go out of business unless they are immediately given 
some tax relief. 


I understand that we have representing Gov. George Docking today 
State Representative Curtis R. McClinton, Vincent L. Bogart, and 
Jack Graves. Gentlemen, we are very happy to recognize you. If 
you have a spokesman among the three of you, we would be very 
happy to have you come forward and say a few words for the com- 
mittee and for radio and for television. I assume that we will use the 
chair to my left as the witness stand today. 
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STATEMENT OF HON. JACK GRAVES, REPRESENTATIVE IN THE 
STATE LEGISLATURE OF KANSAS, TOPEKA, KANS. 


Mr. Graves. Senator Bible, Senator Schoeppel, Congressman Rees, 
and Congressman Breeding, I am Jack Graves, 1 of the 3 representa- 
tives from this county in the State legislature. Governor Docking has 
requested that State representatives, Mr. Bogart and Mr. McClinton, 
and myself, act as his emissaries to this meeting inasmuch as he and 
his staff are involved in the State budget hearings and are unable to 
attend. 

The Governor is, of course, delighted and gratified that your com- 
mittee has decided to have a hearing in Kansas, and we are all hope- 
ful that from eliciting the views of the small-business men from 
Kansas that your committee may have a more enlightened view of the 
problems and frustrations of this most vital group, this most vital seg- 
ment of our economy. We trust that enlightened legislation may 
result in benefiting all of us. 

Senator Brste. Thank you very much, and you are the spokesman 
for the three representatives, is that true / 

Mr. Graves. Yes. 

Senator Brste. Thank you very much. We are likewise honored 
to have with us the distinguished mayor of your distinguished city 
of Wichita, and at this time I would like to call upon Mayor E. E. 
Baird for a few remarks. If you would just come forward, Mayor, 
please. 


STATEMENT OF HON. E. E. BAIRD, THE MAYOR OF WICHITA, KANS. 


Mayor Barrp. Senator Bible, Senator Schoeppel, Congressman 
Rees, Congressman Breeding, it is a pleasure for me to be here this 
morning to tell you how much we appreciate your being here. It 
makes us feel that we are a little closer to Washington probably than 
we have felt in the past. Now, as to the fact of your warning about 
those on the witness stand being taped and wired I think the people of 
Wichita during the past month are getting used to this, so, it is noth- 
ing new to us to be taped or wired. But, again, let me say we do 
appreciate your being here. 

Senator Bratz. Thank you very much, Mayor. I will have to read 
up on the local history to catch the significance of that, but it would 
not be any different than my State of Nevada. Those of you who are 
standing around, if you would like to find a chair and make yourself 
more comfortable, we will be very happy to have you do so. I can’t 
help but comment upon one thing that Senator Schoeppel said and 
that was that the value of these hearings is to get sentiments and 
suggestions and some good sound horsesense from the grassroots. I 
haven’t been in Washington very long, but I certainly have been 
there long enough to learn that too many public servants become 
afflicted with a deadly disease called Potomac fever, and that means 
they forget what the people back home are thinking and what the 
people back home are suggesting. 

Now, before I turn this meeting over to your own very distinguished 
United States Senator, Andy Schoeppel, I want to introduce for the 
audience the very lovely young lady just in front of you, Miss Joyce 
Marson from Denver, Colo., who is reporting this hearing for our 
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committee. I might say it was 15° above and felt like it was below | Ne 
zero in Denver yesterday, and we are happy to come here to Wichita | 1a 
to get thawed out. I would like to have you meet Miss Marson. ' | 


mator Schoeppel, I am delighted to turn the meeting over to you we 
and have you St soup representatives of small business to present |= & 
their case and their views and their ideas to us, and I know they are | of 
going to be very helpful. 

(Senator Schoeppel took the chair.) he 

Senator Scnorrret. Thank you, Senator. Now we will proceed 2! 
with the hearing. I might say at the outset that those of you who do m 
not testify and desire to give us the benefit of your thinking will have : ta 
the opportunity to submit a statement in connection therewith which | _ be 
will be included and incorporated into the record as a part of these ta 
proceedings. 3: 

The first gentleman who is listed here on my schedule for this § © 
hearing is Bill Lemberg, president of the McPherson & Citizens State | 
Bank, of McPherson, Kans. Senator Bible, I have known this young | 0% 
fellow for a long time. He hasn’t got as much gray hair as we have. d 
Glad to have you with us, Bill. Take a seat right down there and give d 
us your views. 

Mr. Lempere. I would like to request that your counsel, Mr. Erick- ¥ 
son, read my remarks. I am just recovering from the flu, and I do not i 
feel very well. Is that all right? a 

Senator ScHoerpret. It is all right. 8 


Mr. Erickson. I will act as representative of Mr. Lemberg and read 
his statement for him. 


P 
a 
STATEMENT OF W. E. LEMBERG, PRESIDENT, McPHERSON & a 
CITIZENS STATE BANK, McPHERSON, KANS. : 
I 
s 


Gentlemen, my name is W. E. Lemberg, of McPherson, Kans. I 
am here at the request of your counsel, Mr. William J. Erickson. I 
am president of the McPherson & Citizens State Bank, and I am a 
director and officer in a number of other Kansas corporations. I am ‘ 
neither an accountant nor a tax expert. I work at being president 
of the bank, and in that work I am largely engaged in making and 
servicing of loans to small-business men either as individual operators ‘ 
or as corporate entities. All of these customers and operators would 
be considered small-business men. I daily am engaged in reviewing { 
and analyzing balance sheets and operating statements of borrowers, 
and a comparison of these statements over the past 10 years is quite 
alarming to me. Almost without exception, I see a weakening in the 
current cash position of these small-business people. 

With constant inflation, increased cost of doing business, and bur- | 
densome taxes, it has been almost impossible to maintain satisfactory 

ositions. The replacement of fixed capital assets as they wear out 
is extremely difficult and is in many cases almost impossible since it is 
difficult to build up cash reserves to pay for replacements. 

Not only has it been impossible to maintain a satisfactory cash 
position but in many cases borrowing on receivables has become com- 
mon practice to supply cash necessary for continued operation. If 
the present trend continues I see two possible unsatisfactory answers: 
No. 1 would be liquidation and payment of obligations while still able. 
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No. 2 would be through possible merger with larger corporations or 
larger operators, 

Small-business men are proud and resourceful and would like to 
work out their own problems and remain under our system of free 
enterprise, but to accomplish this, some relief from the present system 
of taxation is necessary and this relief without delay. 

As stated previously, I am not a tax expert, but practical experience 
has forcibly brought to my attention three items which I believe to be 
grossly inequitable and unfair to small business. No. 1, I recom- 
mend a graduated corporate-tax structure. It seems inequitable to 
tax a small corporation earning $5,000 a year on exactly the same 
basis as a corporation earning § $355 ,000, the same as it is inequitable to 
tax a corporation earning $100, 000 on the same basis as one earning 
$10 million. In this same connection a deduction for additional 
capital investment should also be permitted. 

No. 2, my second recommendation is in the matter of depreciation 
of business assets. In my opinion no single item produces as much 
disagreement between taxpay ers and revenue agents as the matter of 
depreci: ition allowable as a deduction for tax-return purposes. 

The matter of depreciation, estimated life and salvage value should, 
within reasonable limits, be left to the discretion of business manage- 
ment and the taxpayer should not be continually harrassed by revenue 

agents in handling of deprec iation. I see no loss of revenue if a con- 
sistent policy i is maintained. 

No. 3, I recommend that legislation be passed to permit the pro- 
prietor of a small business to deduct within reasonable limits an 
amount of money set aside each year for retirement purposes through 

a profit-sharing or fixed- annuity plan. Proprietorships badly need 
to be able to offer some plan of retirement to compete with larger 
corporations. We now are able to offer very attractive retirement 
plans. Some progressive legislation in this field is badly needed by 
small business. ‘Thank you. 

Senator ScuorrreL. Thank you very much for your statement. Sen- 
ator Bible, do you have any questions ¢ 

Senator Bisrx. I think, Senator Schoeppel, only to compliment 
Mr. Lemberg for putting his finger on three of the real troubles of 
small business that we constantly hear in these hearings we have had 
around the country. I notice Mr. Lemberg does state the tendency 
today is to drive small business into mergers. I was particularly im- 
pressed with testimony in Denver the day before yesterday from the 
operator of a potato- chip factory. He is now the active manager; 
his father had founded it before him. 

Apparently the potato-chip and shoestring-potato industry is be- 
coming so highly competitive that the small potato-chip operator can- 
not stay in existence unless he does merge, and he told of the mergers 
that had come up in this particular industry. I think it is significant 
that you do put your finger on this as well as these other three sug- 
gestions. I think it is a very fine statement, Mr. Lemberg. 

Senator Scnorrret. Do you have any questions, Congressman 
Rees ? 

Congressman Rees. It is a forthright statement and very concise 
and one to which we should direct our attention. 

Senator Scnorrret. Congressman Breeding ? 
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Congressman Breepina. I thought it was a very fine statement. 

Senator Scnorrren. Thank you, Mr. Lemberg. Do you have a 
question, Mr. Erickson ? 

Mr. Ertcxson. You recommend a graduated-tax structure. In 
that same suggestion you also suggest a possibility of a deduction for 
further investment or reinvestment in business. 

Mr. Lemperc. Right. 

Mr. Erickson. I am wondering, if it were up to you to decide which 
of these two methods should be used barring the fact that maybe 
both cannot be used, which would you choose, a deduction for rein- 
vestment or a graduation of the corporate-tax structure ? 
¢ Mr. Lemperc. A graduation of the corporate tax I would choose 

rst. 

Mr. Erickson. Thank you. 

Senator Scuorrret. Any further questions? The next gentleman 
we will hear from is William Hagman of Pittsburg, Kans. We will 
be glad to hear from you, Mr. Hagman. Senator Bible, Mr. Hagman 
comes from the southeast section of our State of Kansas. 


STATEMENT OF W. R. HAGMAN, SECRETARY-TREASURER, HAG- 
MAN’S, INC., WHOLESALE DISTRIBUTOR OF CIGARETTES, CIGARS, 
TOBACCO, AND CONFECTIONERIES, PITTSBURG, KANS. 


Oe a ae ee.) a ae 


oa. me Qc etic oer on 


Mr. Haeman. Senator Schoeppel, Senator Bible, and Mr. Counsel, 
I am neither a tax expert nor a lawyer but happen to be a businessman 
who daily comes in contact with quite a large number of small busi- 
nesses, and this situation has been extremely alarming to us and to | 
many people with whom I have been in contact. My name is William 
R. Hagman, and I am the secretary-treasurer of Hagman’s, Inc., a 
wholesale distributor of cigarettes, cigars, tobacco, candy, and confec- 
tioneries and related items within a territory embracing some 12 
counties in the tri-State area of Kansas, Oklahoma, and Missouri. 

Senator Bisve. Might I interrupt you right there to ask you how 
many employees you have in your particular business. 

Mr. Hagman. In this particular operation 22. 

Senator Bisie. Twenty-two people? 

Mr. Haeman. Yes, sir. 

Senator Brste. Thank you. 

Mr. Hagman. I am also president of an organization representing 
wholesale-business men who service more than 1,300,000 small retail 
enterprises throughout the United States. Our association is keenly 
interested in the problems of small business, and almost 5 years ago 
pioneered the search for a tax program designed to give relief to 
small business. 

In considering the memorandum to witnesses submitted to me by 

the counsel for your committee I was struck by two different facts. 
The first of these was the fact that several of the basic questions posed 
in this memorandum * were completely and fully answered in a pam- 
phlet prepared by our association in 1952 which I beg to leave to 
submit to the committee as a benediction to my remarks. 


—s -S 


1 For memorandum referred to see appendix 1, p. 1554. 
2 Retained in committee files. 
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The principal need of small business is, of course, for equity capital. 
Our association in its tax relief program for small business advocated a 
form of deduction to be made available to small business over a 5-year 
period for the purpose of encouraging additional investments by the 
the taxpayer during the course of each such taxable year. This pro- 
gram I understand is essentially the same as that presented by Repre- 
sentative Curtis in H. R. 5374 and Senator Potter in S. 1820. This. 
similarity in thinking on the part of two completely independent 
groups of students on the subject was the second thing that interested 
me in this connection. 

I submit to this honorable body the fact that there is developing 
throughout the United States a clear and coherent knowledge that 
the basic difficulty under which the small-business man labors is his 
inability due to his lack of mercantile credit rating to obtain the 
necessary capital that will keep him going. The Curtis bill is only a 
natural development carrying forward some of the same ideas sug- 
gested by my association more than 5 years ago. 

Also applicable and helpful for establishing or maintaining of 
equity capital for small business would be a graduated corporate in- 
come tax. The corporate form of organization for small business at 
the present time I believe suffers far too great a penalty under our 
tax laws. The corporate tax rate as applied to small business does 
not permit a reasonable accumulation of capital from earnings. A. 
graduated corporate income tax would allow small corporations an 
opportunity for growth and stability. I earnestly recommend favor- 
e e consideration for legislation of this type not only as valuable but 
essential for, small-business survival. There is yet another proposal 
before this committee that is of undoubted merit and value. 

One of the great sources of uncertainty to the small-business man 
arises out of his inability to insure the continuity of his business after 
his decease. A man works not only for himself but for his posterity. 
The present structure of our estate-tax law imposes an intolerable bur- 
den upon the small-business man whose principal asset is his business. 
To satisfy the tax requirements of this lew within the time allocated 
often requires the forced sale and destruction of the very establish- 
ment to which the deceased taxpayer devoted his life and in which re- 
poses his hopes for security for his widow and opportunity for his 
children. 

A provision which would permit estate taxes to be paid without. 
interest in equal installments over a period of 10 years for the estate 
principle as set in the form of shares in a closed corporation, a pro- 
wrietorship or an interest in a partnership would enable the small- 
re man to make reasonable plans for the future and give him a 
sense of security and stability in the present. 

I would also like to advert to the multiplicity of the report forms 
with which the small-business man is faced. This is especially so 
where he is charged by our law with the duty of supervising to some 
extent the collection of excise taxes, a not unusual occurrence in most 
of the distributive trade. The requirements of quarterly reporting 
in the case of such taxes as well as in the much more burdensome case 
of social-security taxes requires paperwork and a clerical staff far out 
of proportion to the capacity of the small-business man and to the 
aero benefit that may accrue to the tax collection agencies of 
the Government. 
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I would earnestly suggest that this committee give serious con- 
sideration to the modification of our tax law so as to permit an annual 
report on these taxes in lieu of the present requirement for report 
every 3 months. There are other phrases of Federal taxation on 
which I would like to comment but for which time is not available. I 
urge your favorable consideration of tax changes helpful to small 
business, 

Senator ScHorrret. I might say, if you care to elaborate further 
on it, we are very happy to extend to you additional time. 

Mr. Hacman. The item I had in mind and would like to elaborate 
on is the one of capital structure for small business. At the moment 
I probably would not be too concerned about my own business, but I 
am looking to the future the same as most business people. It is a 
matter of the customers, the people we do business with, we find it 
very alarming to notice the trend today whereby these people are 
going out of business in large numbers. You can go through the 
autho, and I will speak only of the area with which I am famil- 
iar, southeastern Kansas, the number of vacant buildings in those 
ree is partly the result of these small businesses being forced to 
close up. 

A small-business man has a difficult time in putting aside enough 
equity in his business to take care of the increasing costs of equipment 
and items of that nature that he has to reinvest in his business and 
more especially if he is a small corporation. In a small corporation 
with a modest income you may have one or more stockholders in it. 
Some of the stockholders may be employees, and through that they 
may get some of their income, but there are other stockholders who 
do not derive an income from the business, and because of that the 
business is taxed first on your 20-percent rate, and then when the 
dividends are paid they, in turn, the individual stockholders have to 
pay their tax on them, and when you get down to it you do not leave 
enough equity capital in small businesses. In some of this tax struc- 
ture it is like matching a 14-year-old boy in the ring with a 21-year- 
oldman. There isn’t any equity between the two. 

It is true that the big corporations have a higher tax rate. After 
a business has been established and has some stability and length 
of time behind it it gets up momentum, and there are a lot of things 
they can do that new businesses or small businesses are not permitted 
to do. They do not have the investment. Consequently, when the 
large percentage of earnings are taken in taxes it doesn’t leave the 
oe usinesses with enough to provide them with stability for the 

uture. 

Senator Scuorrret. We certainly appreciate your views on that, 
Mr. Hagman. Senator Bible. 

Senator Brste. I simply want to compliment Mr. Hagman on his 
statement. I think he has introduced two new points that were not 
apparent in the first presentation, and that is the extension of time 
within which to pay these inheritance taxes, and certainly one thing 
that we have all heard many, many times and that is the multiplicity 
of report forms. I certainly agree with you that there ought to be 
some answer to that, and it is particularly burdensome on the little 
man and the small]-business man, because it requires the hiring of 
an expert simply to make returns and to hold in trust certain with- 
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holdings that he is charged with from the United States Government. 
I think it is a very good point. 

Mr. Hagman. You touch on one point, to the small-business man it 
is acute, I notice in the case of our customers they do not have enough 
resources that they can avail themselves of tax experts. This mul- 
tiplicity of report forms is certainly confusing to them. 

Senator Brsie. I notice your suggestion that the reports be made 
only annually instead of quarterly. Of course, I think one of the 
problems that the United States Government runs into is certain losses 
where people who are withholding and in effect are acting as trustees 
for the United States Government divert these withheld funds to 
running their businesses as operating capital. I think that would be 
the one danger there, but I cannot agree with you more that that is 
a, tremendous burden on the small-business man. 

Mr. Haeman. Of course, there could be an advance payment on 
that with a report to be made at the end of the year. 

Senator Biste. Something of that kind might be suggested. We 
hear that repeatedly, the cost of making tax returns. I can’t figure 
my own out, and I don’t have a very complicated return. 

Senator Scnorprrn. I might say, Mr. Hagman, that some of these 
suggestions and thoughts you have expressed have also been up for 
consideration and were the subject of some consideration by the 
Cabinet Committee, who put their fingers on the situation just as you 
have. Unfortunately, some of these matters were not taken up previ- 
ously and legislatively by reason of some of the requests in the overall 
picture by reason of the budget situation. 

I am particularly impressed by what you had to say about the estate 
tax situation. I know a number of the business concerns which have 
merged or sold out. I have been surprised at the number of instances 
where men of responsible business judgment have said, “Under exist- 
ing estate tax laws, I cannot afford to run the hazard of passing away 
and leaving my business as I now have it, to avoid the impact of the 
tax on my family; I am selling out or Iam merging.” I have heard 
that too many times, and I think that is a bad situation for a man to 
have to consider. 

Mr. Hagman. I would like to inject one personal thing. I happen 
to be interested in a very modest sort of way in a small corporation in 
which the principal stockholder owns most of the stock interest, and 
were anything to happen to him it would be necessary for his estate, 
his widow, and his children to sell that business, in all probability, in 
order to meet the estate taxes, because it is his principal asset item. It 
is something that gives a lot of concern to people in small businesses, 
because they just do not have a ready market sometimes for the raising 
of cash in instances like that. 

Senator ScnHorrre.. Congressman Rees, any questions? 

Congressman Rrrs. Would you extend the time during which the 
estate taxes would be paid? Is that the way you would handle it? 

Mr. Hagman. That would be my suggestion. I think at the present 
time it is 15 months. 

Congressman Rees. That’s correct. You would probably recom- 
mend 30 months or something like that. 

Mr. Hagman. I would suggest a greater time than that, even. 

Senator Scnorrret. Congressman Breeding. 

Congressman Breepine. No questions. 
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Senator ScHorrret. Does counsel desire to ask any questions? we 
Mr. Erickson. A couple of questions. First of all, on the question al 
of estate taxes, if installments were to be permitted, would you, I jy 
won't say suggest, would you think an equitable way would be for the | | 
Federal Government to charge interest on the amount permitted to — pr 


be paid in later installments ? to 
Mr. Haeman. No; I don’t think interest should be charged on it. 


Mr. Erickson. Of course, you realize that the committee is dealin [ 
with matters which will lose revenue to the Federal Government, and | = 4h 
any installment period could better be justified if interest were paid co 
on the amount paid later so that the revenue of the Federal Govern- co 
ment would be protected. 

Mr. Haeman. It would be a very nominal loss, and, besides, it is | = gy 
probably the last tax on that particular estate, because it is a final hi 
settlement in that particular instance. The interest loss that would jo, 
occur would be a very nominal loss. It would increase the time over |§ W 
which the Government would get the money, but, at the same time, | qj 
after the first cycle has passed, it would be continuous after that. nc 

Mr. Ertcxson. One other question. You suggest the Curtis and 
Potter recommendations? In 

Mr. Haeman. I use those by reference to indicate that it has been pl 
introduced, not the particular bill but the provisions of the bill. py 

Mr. Erickson. You suggest the graduation of corporate taxes. pe 
Often in the hearings we have these suggested to attain the same pur- or 

ose, that is, more capital for investment in small, growing concerns. be 

am wondering, if you had to choose between those two methods, li 
which you would prefer. he 

Mr. Haeman. I would definitely make a choice of the graduated th 
tax, because the reinvestment part of it could be very confusing to H 
small-business people unless they had very adequate capital with it, 
and the graduated tax, of course, would give them a very simple means ta 
of knowing what their liability would be. la 

Mr. Erickson. That is all, Mr. Chairman. m 

Senator Scnorrre,. Thank you very much, Mr. Hagman. 

We would be glad to hear from Victor L. Clark, of the Service & Pp 
Quality Hardware Stores of Wichita, Kans. n 

id 
STATEMENT OF VICTOR L. CLARK, SERVICE & QUALITY HARDWARE di 
STORES, WICHITA, KANS. . 

Mr. CrarK. Honorable Senators, Congressmen, gentlemen, I think h: 
I represent probably the smaller of the small-business men. I havea 0° 
retail hardware business which employs five employees. I do repre- as 
sent in one way the Western Retail Implement Hardware Association 
of Kansas City, which is affiliated with the National Retail Hardware ef 
Association, and I believe I can speak with a little authority on how 1 
my fellow dealers feel about some of this taxation. 

I would like to read the prepared statement I have for you. Essen- 
tially, I believe the Federal income tax structure is just.and fairly 
equitable to all business. I, too, agree that the present huge national 
debt must be met with high taxes. However, large firms and corpora- n 
tions have tax attorneys and consultants to help conduct and guide a 
their activities to their best advantage taxwise. Small-business men n 


such as myself neither have this experience, expert advice, nor can 
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we afford same. We cannot buy out a firm which has been showing 
a loss and convert it into our business structure to make a gain via the 
income-tax route as has been done many times. 

The American way is, and should be, that every business tries to 
prosper and expand. Even a small establishment ‘such as mine tries 
to modernize, enlarge its premises, employ more persons, and increase 
its volume. A few years back, with the lower assessment of income 
tax, it could, and did so. Today it is different. Many small firms find 
that, after their income tax is paid, there is very little actual net in- 
come left. This makes it extremely difficult to keep pace with the 
constant inflation. 

In my own case, I need to acquire parking area, make improvements 
such as new fixtures, expand my inventory, and so forth. At the 
high interest rate for borrowed money and the difficulty in obtaining 
loans it would, in my mind, not be wise to expand on borrowed capital. 
With our total business investment today, we small-business men, after 
all expenses, including Federal, State, and local taxes are paid, are 
not making a sufficient return on this investment. 

I do not profess to know the correct answer to this taxation problem, 
In my humble opinion, it would be very helpful if the tax structure 
provided some way to allow small business, incorporated or unincor- 
porated, to expand by a deduction from their net income, for tax pur- 
poses, an amount equal to additional investment in depreciable assets 
or inventory during the taxable year. The amount should, of course, 
be limited to some reasonable percentage of their income, or possibly, 
limited to some dollar figure. This would be of great assistance in 
helping small business compete with large concerns s and keep up with 
the growing economy. I believe there is, or was, a bill before the 
House, H.R. 5735, which would offer this ty pe of assistance. 

It is common knowledge that employees in small business are sus- 
tained upon a smaller investment per person by their employer than in 
large business. This bill would undoubtedly offer greater employ- 
ment, and, in turn, the possible loss in taxes would be made up. 

In the above House bill, I believe that a plan is suggested for the 
payment of estate taxes over a period of years. While I hope this is 
not needed in my case in the near future, it is essentially a very good 
idea. Many small- and medium-sized firms are forced to sell or liqui- 
date after the preprietor’s death for this very reason. 

In our hardware business for several years, the rate of failures has 
been very low. However, here in Wichita during the last 2 years, 7 
hardware stores that I know of have either been sold or closed. One 
of these sales was caused by the death of a proprietor. Tax relief, 
as mentioned before, would certainly help these situations. 

Thank you, gentlemen, for your time. I sincerely appreciate your 
effort to help the small-business segment of the Nation and hope you 
may get action before Congress to give us this help. 

Senator ScHorpre. Senator Bible, do you have any questions? 

Senator Brste. No questions. 

Senator ScHorrret. Congressman Rees? 

Congressman Ress. No, except to express appreciation for the wit- 
ness taking the time and putting forth the effort to come over here 
and address this group and express the views of this particular seg- 
ment of industry. 

Senator Scnorrrrt. Mr. Erickson? 
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Mr. Erickson. You heard the previous testimony, particularly my. 
qnestion on reinvestment versus graduated corporate tax. I notice 
that you bring forward the reinvestment-deduction proposal. I am 
wondering, sir, have you compared the two thoughts, the graduated 
corporate tax versus the reinvestment deduction ? 

Mr. Cuarx. I would go along with the first gentleman. I believe 
the graduated corporate tax needs to be simple. As I stated, we do not 
have the tax attorneys and consultants, and we need a simple form 
that the average small-business man can honestly and conscientiously 
file his income tax, can be correct and know partially where he is going 
through the year. 

Mr. Ertcxson. Thank you, Mr. Chairman. 

Senator ScuorrreL. Thank you, Mr. Clark. We appreciate your 
coming here and giving us the benefit of your thoughts and your views 
on this matter. 

Congressman Rers. You would like to have a more simplified in- 
come tax report form, is that it ? 

Mr. Crark. No. I think our income tax forms are simplified to a 
reasonable degree, but when you get into inheritance tax and when you 
get into many things there are ramifications that do make it rather 
tough for the average small-business man. I think the general struc- 
ture is fairly equitable now. 

Congressman Rees. Thank you. 

Senator Scuorrre,. Thank you, Mr. Clark. Inow want to call ona 
gentleman from the neighboring State of Nebraska. I understand 
John C. Mason is here from Lincoln, Nebr., and by reason of the dis- 
tance and his desire to get away a little early we would be very glad 
tohearfromhim. I understand you are an attorney. 

Mr. Mason. Yes, sir. 

Senator ScnHorrret. Might I ask you when you start your state- 
ment give your name and your business, please, so they will have it 
catalogued for the TV program. 


STATEMENT OF JOHN C. MASON, ATTORNEY, OF THE FIRM OF 
BEGHTOL, MASON, KNUDSEN & DICKESON, LINCOLN, NEBR. 


Mr. Mason. Thank you, Senator Schoeppel. My name is John 
Mason. I am from Lincoln, Nebr. I am an attorney with Beghtol, 
Mason, Knudson & Dickeson, and my practice is in a large part in the 
field of estate planning. We represent a number of businesses in our 
area of the State of Nebraska all of whom I think would fall in the 
category of small business as defined in Washington. They seem large 
businesses to us I might add, but they are in the general category of 
small business. 

In planning these businessmen’s affairs from an estate tax, gift tax, 
and income tax standpoint we run into the same type of problem in 
case after case. I have visited with other lawyers who are in the same 
type of work I am, and I believe that they have had the same general 
experiences that we have had. Generally speaking, a small-business 
man in our part of the country and apparently throughout the country 
has pretty much all of his eggs wrapped up in one basket. He is 
forced in order to survive to put most of his assets into his business. 
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The business cannot be sold in part; it has to be sold all together or 
not sold at all. 

He doesn’t have liquid assets outside of his business which he can 
sell to provide liquidity in his estate, and, therefore, he faces the same 

roblem which has been referred to previously this morning, that at 
his death his family cannot raise sufficient funds to handle his estate 
taxes; they are going to have to sell their business, and they will not 
be in ‘good position to sell the business to drive as ‘zood a bargain as 

ou might say he could do if he were alive. If he could not ‘satisfy 
himeelf that the family could retain the business, then he feels that 
he is practically forced to sell and merge the business with some large 
national corporation. 

We have had 2 or 3 instances in Lincoln and Omaha in the past few 
years in which local businesses have merged with large national cor- 
porations and in exchange for their stock, and the advants age to the 

al businessman is that he then has liquidable assets. He has a 
thousand shares of a national corporation instead of a thousand shares 
of his own corporation, and he can sell 250 of those shares on the open 
market and still retain the rest of it for his family, and he doesn’t 
have to sacrifice them in the case.of his death. 

Why does he have this problem in not being able to set aside enough 
capit 1] for his estate taxes? Lf he owns his business as a corpora- 
tion, he earns money in the corporation, and the corporate tax applies 
to that. What is left over after the corporate income tax must be 
distributed to him in dividends if it is not being held for other things 
in the business. He then sustains a personal income tax on it. What 
is left over after both the corporate income tax and the personal in- 
come tax is then an item which he can hold against estate tax pay- 
ments. But what happens to that item at the time of his death? It 
is again further subjected to a further tax, the estate tax, and what 
is left over after all three of those taxes is all that he has been able 
to set aside to pay estate taxes on the original business which was 
earning the money in the first place. I think that is a problem which 
all of these men have. 

Congress has a bill pending, H. R. 7600, which is an approach to 
a partial solution at least of that problem. It is a bill which would 
provide that an individual or a corporation could deduct from income 
taxes funds which are set aside as a reserve to pay their estate taxes. 
There are limitations on the amount of the deduction, of course, but 
basically it would be a means whereby a man could set aside a fund 
which was dedicated to the payment of the estate taxes through the 
purchase of certificates of indebtedness of the Government which we 
call estate tax anticipation certificates and set aside a fund so he would 
not sustain that double or triple taxation. It would still be subject to 
estate taxes, but at least it would have gotten some relief from in- 
come tax, and it would give him some means to set aside a fund with 
which to handle his estate taxes and would avoid the necessity of selling 
the business. 

Another approach which I think might be considered by this com- 
mittee would be allowing businesses to set aside funds with which 
they could retire part of the stock of a deceased stockholder in order 
to provide him funds for paying his estate tax. That I think might 
be something that the committee could consider. Bill H. R. 7600 
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also has a provision for spreading the estate tax payments over a 
period of 10 years, and I would like to recommend that. We have 


one situation in which we have a rather large estate, and we have ' 


set up a provision in the will and through trusts that authorizes the 
estate to borrow money and pay it over a period of 10 years as a 
means of accomplishing estate tax payments for the particular testa- 
tor, but the only way we could figure out to assure him that his es- 
tate would not have to be sacrificed at the time of his death. If this 
10-year payment is in the law, I think that would go a long ways 
toward helping these people keep their small businesses for their 
family at the time of their death. 

I appreciate very much the opportunity to be included on your 
program this morning, gentlemen, and I certainly wish to compliment 
the committee and the representatives of the committee who are here 
on the work that they are doing throughout the country. It gives us 
a great deal of warm feeling in our hearts to know that you are 
trying to find out what these problems are and to do something 
about them. 

Senator ScuorrreL. Mr. Mason, we appreciate your coming down 
here and giving us the benefit of your thoughts, and it is the sole 
desire of this committee to get some of these practical problems that 
these men are living with into the record so that when we review 
these matters in relation to the number of measures and the bills we 
have not only before the Senate but before the House to enable us 
to then see exactly where we ought to place first things first, and 
we are hopeful, of course, that that is exactly what we can do. 
Senator Bible, do you have any questions ? 

Senator Bree. No, except to join you in complimenting Mr. Mason. 
I think it shows real interest in the work that this committee is 
attempting to do when you take time out to come over from Lincoln, 
Nebr. to give us your valuable testimony as a trained technician in 
this type of work. 

I know that H. R. 7600 was not introduced until May 16, and was 
then referred to the Ways and Means Committee of the House. It 
might well be that that is one of the bills that could be enacted into 
law. As I have so often said in these hearings, Senator Schoeppel, 
and I know you agree, that we have these hearings and quite often 
nothing happens as a result of the hearings. I hope as a result of 
these hearings this year, at least we have made some little progress 
in the right direction. I think we have all got to recognize that we 
are faced with some critical-tax problems. The possibility of any 
tax reduction is practically out of the door. I think we have to face 
the cold-hard facts of life. 

I do believe there can be a reshifting and reemphasis so as to allow 
the small-business man to live in the economy, the competitive economy 
we have today. I think this is a real contribution. Would you have 
any estimate of the loss of revenue that would come about by reason 
of enacting H. R. 7600? 

Mr. Mason. I am afraid I do not, Senator. It is my understanding 
that the effect of the bill in the long run would be to reduce—well, 
no, I don’t. I do not think it would be very significant compared to 
the good that it would do to allow small businesses to survive and 
benefit small business. 
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Senator Brsix. In studying the bill it seems to be a deferment, 
and, since it is a deferment, I think this is one piece of legislation 
that would cause no great difficulty, because I don’t believe there 
would be any substantial loss of revenue. There would be deferment. 

Mr. Mason. There would be some loss of revenue, and I think, Mr. 
Erickson and I visited about the bill at one time; I think the actual 
effect of the bill would be that the estate tax would be where the 
loss would actually occur as far as the Government receiving money 
is concerned, and I don’t believe the estate tax produces a very sig- 
nificant portion of the Government’s revenue, and this would not 
apply to the estate taxes, so I would say the loss would not be very 
significant, but I have no idea what it would be. 

Incidentally, I think the bill will be heard before the Ways and 
Means Committee in their hearings commencing in January, but I 
thought the general subject matter of the bill fitted in with the com- 
mittee’s work, and I have a somewhat more detailed explanation of 
the bill which I would like with your permission, to leave with the 
committee as a part of my remarks. (See exhibit 1, p. 1148.) 

Senator ScHorrret. We will be happy to have it, and it will be 
attached to the proceedings by way of reference. Congress Rees, do 
you have any questions / 

Congressman Rees. First, let me say I think because of your fa- 
miliarity with this subject matter it would be rather important that 
you come to Washington and testify in support of this proposed legis- 
lation. 

Mr. Mason. I expect to, Congressman. 

Congressman Regs. I want to ask you with respect to the operation 
of this act as it applies to estates that own real estate, would you close 
out the estate and how would you go from there ? 

Mr. Mason. I don’t believe I understand your question. 

Congressman Rees. In respect to the payment of estate taxes, sup- 
pose the estate holds several thousands of dollars of real estate, are 
we talking about a period of 10 years in which to pay the taxes? You 
would close the estate out, would you not? How would you handle it 
from there on ¢ 

Mr. Mason. I believe it would depend on the local law and whether 
the executors felt justified in closing the estate while there was a 
liability outstanding. I think in most instances it could be worked 
out that the estate could be closed. I think there would be some 
way in which the title to the real estate could be cleared. The local 
directors of internal revenue have the authority to release liens for 
taxes on specific pieces of real estate if they feel the Government is 
adequately protected, and I am confident that titles could be cleared 
if I understand the question correctly and that the estate could be 
closed. However, it would depend on local procedure I am sure. 

Congressman Rees. You can understand that there would be some 
hesitancy on the part of the Federal authorities to close the estate and 
release the property from all taxes when there is quite an amount 
due unpaid. That is just a matter of procedure I realize but some- 
thing to think about. I appreciate your statement, Mr. Mason. 

Senator Scuorrret. Congressman Breeding. 

Congressman Breeptne. I am sorry I had to go to the telephone and 
I missed the witness. I am sure he must have been a very able witness 
by the questions. 
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Senator Scuorrret. Thank you, Mr. Mason, and counsel here de- 
sires to ask you some questions. 

Mr. Erickson. Mr. Mason you suggested a fund for anticipation 
of estate taxes and installment payments of estate taxes. Which do 
be: think is preferable realizing there would be some revenue loss in 

oth proposals? This is going to be a revenue-conscious Congress 
necessarily. Which of those proposals do you think would most ‘help 
small business if only one could be enacted 

Mr. Mason. Well, it is difficult to say. I think I would be inclined 
to say that most help to small business would be in estate tax anticipa- 
tion certificates, but I would also be well aware there is more likeli- 
hood of passage of the 10-year spread in payments, and I would say 
that either one of them would be much more help than in the situa- 
tion as it exists today, and either one would be greatly appreciated 
Iam sure by small-business men. 

Senator Scuorrren. Thank you, Mr. Mason. 

A letter that has been submitted by John Mason addressed to the 
Honorable Alan Bible, United States Senator, conducting this hear- 
ing, will be incorporated in the record. 

(The letter of John C. Mason is as follows:) 


ExHIsIT 1 


Dear SENATOR Brste: This letter is supplemental to the remarks of J. Gordon 
Roberts * in support of H. R. 7600, a bill for estate-tax relief for small-business 
men. 

Attached hereto is a copy of H. R. 7600 and a copy of the remarks of Repre- 
sentative Baker before the House of Representatives at the time of introduction 
of the bill. These are attached for more detailed reference." Representative 
Baker’s remarks contain a general explanation of the bill and illustrations of 
its application in typical situations. 

The problem to be solved by H. R. 7600 is a problem which practical experience 
shows, and we are certain the committee’s hearings will disclose, faces practically 
all owners of small businesses. They find that it is necessary to use most of 
their assets in their business and it is practically impossible for them to set up 
an adequate reserve of liquidable property sufficient to meet the demands of 
Federal estate taxes which will come at the time of their death. Thus, they 
face the prospect that their executor may be required to liquidate their business 
in order to meet death expenses, and they are impelled in many, many cases to 
merge their business with a large national corporation or sell their business to 
a large national corporation during their lifetimes when they can negotiate the 
transaction themselves and receive in exchange liquidable property. 

The owner of a small-business corporation, in order to acquire funds for pay- 
ment of death taxes, must either sell a portion of his business, which is not 
practicable, or else accumulate a fund out of earnings after taxes. Earnings of 
a corporation are subject to the corporation tax, and that portion of the earnings 
after tax which is not required for working capital of the business can be 
distributed to the owner in the form of dividends, making them subject to his 
personal income tax. That which is left over after the corporate tax and the 
personal income tax is still subject to Federal estate taxes. All that is left to 
pay estate taxes on his business is the remainder after the payment of corporate 
income tax, personal income tax, and Federal estate tax on the unit of earnings 
of the corporation. The practically confiscatory impact of the combination of 
these three taxes is a dominant factor in many mergers or sales of small busi- 
nesses to large national corporations. Thus, the Government tax policy is 
forcing the elimination of many small businesses. 

H. R. 7600 proposes that the family corporation and the individual taxpayer 
be allowed to purchase estate tax anticipation certificates and deduct not to 
exceed 10 percent per year of their taxable income for amounts used to purchase 
such certificates. The family corporation is allowed to invest in such certificates 


® See p. 1160 for Mr. Robert’s statement. 
88 Retained in committee files. 
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and investment is not considered an unreasonable accumulation of earnings. 
The certificates may be used to redeem stock and the redemption is not considered 
equivalent to the declaration and payment of a dividend. 

The certificates may be redeemed by the executor of the deceased taxpayer at 
face value in payment of estate taxes up to the amount of $500,000. They may 
be redeemed by the executor of the deceased taxpayer other than for payment of 
estate taxes, or for payment of estate taxes in excess of $500,000, at an amount 
less than their face value, which amount is determined by the Secretary of the 
Treasury at the time of sale, and which shall not be less than 90 percent of face 
value. The certificates may be redeemed other than by the executor of a de- 
ceased taxpayer for an amount less than face value which amount is determined 
by the Secretary of the Treasury prior to sale, and which shall be not less than 
75 percent of the face value. The non-interest-bearing feature of the certificates 
plus their redemption at less than face value is designed to prevent their use for 
purposes other than anticipation of estate taxes. 

The family corporations which are allowed to obtain an income-tax deduction 
for purchase of the certificates are defined as corporations, a majority of whose 
stock is held by not more than 10 persons and which is engaged in an active 
business, as defined in section 355 (b). 

There is an additional provision for payment of estate taxes in installments 
over a period of not more than 10 years in estates where one-half or more of 
the value of the gross estate consists of stock or investments in 1 or more closely 
held business enterprises. Closely held business enterprises are defined to 
include business proprietorships, business partnerships having 10 or less partners, 
and business corporations having 10 or less stockholders. 

The bill has provisions wich result in the taxpayer losing the advantage of 
the tax deduction if the certificates are redeemed during his lifetime, by treating 
the redemption as gross income and adding to his tax the acount of any savings 
in income tax which occurred in that year of purchase of the certificates to the 
extent that the savings in tax exceeded the additional tax in the year of 
redemption. 

The effect of the bill in its actual operation would be that the taxpayer would 
be required to pay to the Government as a result of purchase of the certificates 
more than the amount of the income tax savings. The cost of the certificates, 
limited to 10 percent of the taxable income, is treated as a deduction from 
income, which would result in an income tax savings of some amount less 
than the amount of the deduction. Thus, in effect, the Government is receiving 
the same amount of money as it would otherwise have received in income taxes, 
plus an additional amount which represents advance payment of estate taxes. 

At the time of the taxpayer’s death the Government does not receive money 
to the extent that the certificates are redeemed in payment of estate tax. Instead 
the taxpayer is credited with an amount which in effect includes the income 
tax savings resulting from the purchase in prior years of the certificates, plus 
the advance payment of estate tax in the years in which the certificate was 
purchased. 

The net effect to the Government would be a reduction in the amount paid 
at the time of death, but measured by the amount of the income tax savings 
during life, which would be a reduction in total tax revenue to the Government 
and the reduction in tax to the taxpayer. This is offset by the fact that part 
of the estate taxes would be paid in advance. 

We submit that the loss of tax revenue to the Government would be very 
minor compared to the major effect on small-business men in increasing the 
incentive to retain their businesses. 


Senator Scnorrret. We will be glad to hear from Grey Dresie. 


STATFMENT OF GREY DRESIE, CHAIRMAN, LEGISLATIVE COM- 
MITTEE, WICHITA INDEPENDENT BUSINESS MEN’S ASSOCIATION, 
WICHITA, KANS. 


Mr. Drrstr. Gentlemen, my name is Grey Dresie. Iam an attorney 
in Wichita, Kans., and chairman of the legish: ative committee of the 
Wichita Independent Business Men’s Association, of Wichita, Kans. 
The Wichita Independent Business Men’s Association is made up of 
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something less than 2,000 independent business and professional 
people in the Wichita area. I would like to make it clear at this 
point that the views which I express in this statement are not neces- 
sarily my views but are the results of interviews held with representa- 
tives of all segments of independent, business in this city. 

On last Thursday, November 14, Mr. Quinlisk * and myself inter- 
viewed a great number of members of Wichita Business Men’s Associ- 
ation. The interviews were scheduled on a first-come first-served basis, 
keeping in mind that we wanted a cross section of the different busi- 
nesses which make up our membership. The interviewing started at 
8 in the morning and endured continuously throughout the day until 
5 in the evening, and there were also numerous telephone interviews. 
Many times during the day there were 5 or 6 people there and at such 
times the interviews took the form of a roundtable discussion. I wish 
that this committee could have been there. I say this because it is my 
opinion that no written summarization could possibly do justice to 
the men who were there that day. 

In the first place, I was impressed by the general attitude that every- 
one there wanted to pay their full share of ‘whatever the cost might be 
of catching up in the world race for guided missiles and space satellites. 
Independent business feels very strongly the fact that this is their 
country and they are willing to pay the price to defend and maintain 
it. 

To a student of American history it is apparent that traditionally 
and historically our economic might was created by the efforts of in- 
dependent business. Sitting there and listening to these men renewed 
my pride in independent business. These men represented genuine 
small business. I understand that back in Washington you think of 
small business as anyone employing less than 500 employ ees. Out here, 
that would be a pretty big business. The largest employer we talked 
to all day had 80 employees and the smallest were several who were 
operating a 1-man show. In attendance were grocerymen, insurance 
men, filling-station operators, janitor supply houses, a shoe-repair man, 
hardware dealer, department-store owner, a bank president, a motel 
operator, a seed man, and manufacturers. There were others but | 
just mention these categories to give you some idea of the widespread 
small business that is represented i in the following suggestions. 

It developed beyond question that in many small businesses Federal 
taxes and the cost of keeping books for the different Federal taxing 
agencies comprise the difference between making a living and not mak- 
ingaliving. The time is rapidly approaching w vhen some sort of relief 
is a vital necessity for the continued existence of the independent seg- 
ment of our American economy. 

There was some talk of a general tax reduction. However, there 
were very few who believed that this would be feasible or possible at 
this time. The following points were considered and there was almost 
unanimous agreement on their desirability : 

1. The adoption of a graduated or progressive tax scale for small 
corporations. Such a scale should allow enough of an exemption that 
small business would be able to build up a reserve for expansion and 
protection in case of hard times. 


38> Floyd Quinlisk, executive secretary, Wichita Independent Business Men’s Association. 
See p. 1198. 
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2. Individually operated business and partnerships should be al- 
lowed the privilege of electing to be taxed as corporations in order to 
take advantage of the preceding item. 

3. The ee governing the methods of such election should 
be so simplified that the small independent businessman, who is often 
without the aid of expert advice, could understand and follow them. 

4, Some sort of simplified reporting to Federal tax agencies should 
be worked out in order to reduce the cost of bookkeeping for Federal 
taxing agencies now borne by private business. In this regard, an 
effort should be made to state the regulations in language that the 
ordinary person can understand. I would like to insert the personal 
opinion that this can be done. The redtape and complexity of Govern- 
ment as reflected in dealings with the taxpayer is particularly onerous 
and confusing to the small-business man. He does not have a staff of 
experts in such matters at his beck and call. A change in the general 
attitude of the Internal Revenue Department could remedy this situa- 
— 

It was suggested and approved by several that the individual pro- 
prictor has only so many years that he can devote to the running of his 


usiness; that as each year goes by he actually loses part of a capital . 


reserve of time. He should, ‘therefor e, be allowed some sort of a deple- 
tion allowance comparable to that enjoyed by the producer of oil. 
This, of course, should be graduated, depending upon the size of the 
business operated by the individual. 

Attention is called to the fact that many very small businesses 
get in trouble over the use of funds withheld for income-tax purposes 
from employees’ wages. It was thought that if payment were made 
by all business at the time that the payroll is met this would be elimi- 
nated. Reports could still be made on a quarterly basis. 

Manufacturers and other businessmen who have large equipment 
investments felt that an accelerated rate of depreciation and a more 
realistic rate of depreciation in some instances would be of tremendous 
benefit to them. 

There seemed to be a rather common feeling that your giant corpo- 
rations were not paying their fair share of ‘the taxload. This was 
predicated upon several premises. Independent business wants to pay 
its fair share, but it wants to be sure of two things: First, that every- 
one else pays their share; and, second, that the money they pay is not 
wasted by Government. 

It was the general opinion that the tax advantages enjoyed by co-ops 
and other tax exempts who are in competition with private business 
should be removed. 

The independent businessman is not unreasonable. He recognizes 
the problems which face our country and knows that the solution of 
those problems may be costly. He feels, however, that in order to 
continue in existence so that he may support the Government that he 
must have some relief. In other words, he doesn’t want his Govern- 
ment to kill the goose that is laying the golden egg. He feels instead 
that a little medicine and kind treatment for the goose might increase 
the ultimate production of those golden eggs. 

I would like to express the appreciation of our organization at 
this time for your holding these Malinad here and allowing us to 
participate. 
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Senator Scuorrrent. We appreciate the fact that your association, 
Mr. Dresie, has taken an interest in this matter and has asked you to 
make this presentation. I would like to ask you two or three ques- 
tions. You mentioned about a more realistic rate of depreciation 
and that that would be a very tremendous benefit to the small-business 
man. What rate or do you have any views or does your association 
have any views as to what rate you would suggest ? 

Mr. Drestz. That depends pretty much, Senator Schoeppel, on what 
the business is and what their particular problem is. We had that 
mentioned by the two manufacturers that were there, and we had it 
mentioned by several other people who use equipment. It makes so 
much of a difference what type of equipment they are using, what 
they are using it for, as to what their rate of depreciation should be; 
so to say it should be a certain rate isn’t being realistic. Their trouble 
seems to be in getting the Internal Revenue Department to allow them 
to depreciate it at what they call a realistic rate. 

In other words, they have it on hand, well, sometimes the value has 
gone to them, and they are still depreciating it. 

Senator ScHorpre.. Senator Bible, do you have any questions? 

Senator Brste. Senator Schoeppel, I w ‘ant to compliment Mr. Dresie 
on this very able presentation. I think in 314 pages here he has given 
us the highlights of the problems that we have heard in our travels 
around the country. I cannot help but comment upon and compliment 
the attitude you have expressed on behalf of small business, that there 
is a realization that everyone wants to pay their actual share. I think 
there is a general feeling that there can be no particular tax cut at 
this time. I know out in my State, I have been as puzzled as you 
appear to be in your statement that small business is anything up 
to 500 employees, and I certainly agree with you that in Nevada ‘that 
would be real big business. It has never seemed to me that that was 
a realistic application by the Small Business Administration. Of 
course, they explain it by saying that it has to be judged in the area 
in which they are competing, and in Denver, d: ay before yesterday, we 
had a pipe manufacturer who employed 500 people, and he felt he was 
smal] ee as compared to some of the giant corporations. How- 
ever, I think each of us rather tends to the same thinking that you 
have expressed here. 

I note your statement about the depreciation, and we have constantly 
heard that depreciation should be allowed on a more realistic basis for 
used machinery as well as new machinery, That has been a constantly 
recurring suggestion, and I note here that you differ just a little from 
one of the preceding witnesses about the reports being made. The 
previous witness stated they should be made on an annual basis, and 
you suggest they be made on a quarterly basis. If there is some way 
that payment could be made as the wages are paid into the Treasury 
and held in trust and then the reporting made annually, I think that 
could be of some real help. 

I note you underlined the statement, “A change in the general atti- 
tude in the Internal Revenue Department could change the situation,” 
I want to emphasize that here in Kansas we find the same expression 
that we have heard so many places in our travels around the United 
States about the general attitude of the Internal Revenue Department 
in particularly helping the small-business man. Sometimes the large 
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corporations, well-staffed and well-paid technicians seem to get a far 
better break than the little guy who is just trying to pay his share. I 
think it was a very able paper, Mr. Dresie. 

Senator ScHorePrent. Congressman Rees. 

Congressman Rees. I want to express my appreciation for your 
coming here this morning. I happen to know Grey Dresie as one of 
those who has spent a lot of time dealing with this problem, and he 
has always de alt with it from a constructive viewpoint. We are 
glad to have your views. While I am speaking, Mr. Chairman, I ain 
wondering if it would not be a good idea for your committee in having 
this presentation to have along with you some of the fieldmen in the 
Revenue Service to give their practical experience in dealing with 
the things we are talking about this morning. I am not thinking 
so much about the officials in Washington because they will be there. 
If you call in some of the fieldmen who have to deal with this thing, 
it might be helpful. It might be helpful in getting their opinions. 
They are the fellows that will testify if you call them in. 

Senator Scuorrren. That is a very good suggestion, and we might 
look into it and see to what extent we might have some views 
expressed on the record before this committee. Congressman 
Breeding. 

Congressman Breeprng. I want to congratulate you on your re- 
marks. I would like to ask you a question, You mentioned in your 
discussion, in your testimony, that some of your people think they 
should have a depletion allowance in regard to income tax. How 
would you apply that to small business? 

Mr. Dreste. I was most interested when that came up and astounded. 
The president of the bank was the one that proposed that, and I didn’t 
want to spend too much time on it. Of course, his theory was that a 
man has, well, say 25 years to operate his business, and every time a 
year goes by he has used up one-twenty-fifth of that reservoir of time. 
On the same theory that depletion allowance is allowed to a man who 
has a pool of oil underground that man should be allowed that same 
sort of depletion allowance. 

We didn’t go into many more details on it. These people did 
think, the people we discussed it with thought, if the thing were done, 
it sounded like a reasonable thing and that, if such a thing could 
be accomplished, the larger the business the smaller the percent: uge of 
depletion allowance. That is about all I can tell you about it. I wish 
I could be more specific, but I cannot, because it is almost as new to me 
as it is to you. I thought it was a very interesting thing to propose. 

Congressman Brrepine. The thought I had in mind, you have a pool 
of oil, you deplete it 2714 percent, but where is the pool in the small 
business, the building you operate or what ? 

Mr. Dresir. I think it would be based on life expectancy, is what 
he had in mind. 

Congressman Breeprna. I see. 

Mr. Dresir. Or at least active life expectancy, I would say. 

Congressman Breeprnc. Thank you, Mr. Dresie. 

Senator Scnorppen. Thank you very much, Grey. Nice to have you 
with us. The next gentleman you will hear from is John J. Williams 
who will speak on behalf of the Kansas State Chamber of Commerce. 
If you will come forward and give your name and affiliation to the 
reporter. 

973885—58—pt. 3——_8 
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STATEMENT OF JOHN J. WILLIAMS, CHAIRMAN, FEDERAL TAXA- 
TION AND FINANCE COUNCIL, KANSAS STATE CHAMBER OF 
COMMERCE, ARKANSAS CITY, KANS.; ACCOMPANIED BY ROSS 
BEACH, JR., PRESIDENT, KANSAS STATE CHAMBER OF COM- 
MERCE; AND J. A. SUTCLIFFE, RUSSELL, KANS. 


Mr. Witu1aMs. Gentlemen, my name is John J, Williams, a certified 
public accountant. I live in Arkansas City, Kans. I am here as the 
chairman of the Federal Taxation and Finance Council of the Kansas 
State Chamber of Commerce and have with me the following mem- 
bers of that organization: Ross Beach, Jr., president of the ‘Kansas 
State Chamber of Commerce and J. A. Sutcliffe, partner in an oil- 
well service from Russell, Kans., and a former chairman of this 
council. 

The Kansas State Chamber of Commerce is a Kansas organization 
and, while it is a member of the United States Chamber of Com- 
merce and of the Council of State Chambers of Commerce of the 
United States, it is independent from both of those organizations. It 
seeks to aid in the economic development of Kansas and reflects the 
thinking of its approximately 2,800 direct members and the 45,000 
members of the affiliated local chambers of commerce of this State. 
We are deeply concerned about the small-business man in this State 
because over 96 percent of our direct members are employers of less 
than 500 people. 

One of our major concerns is in the effect that Federal taxation has 
on the small-business man in this State. We admit that no one en- 
joys paying taxes. However, we know that in order to pay the ex- 
penses incurred in the operation of essential governmental functions, 
it is necessary either to obtain the money through taxes or to resort 
to deficit financing. We are in favor of a tax system that will pro- 
duce the needed revenue and are opposed to any deficit financing in 
peacetime. Therefore, our first plea is for a balanced budget. 

After that we believe that the Congress of the United States should 
institute a planned program of progressive reduction in tax rates 
with the objective of permitting small business to retain enough 
money to permit: First, repayment of indebtedness incurred to estab- 
lish new businesses; second, investment of funds for the replacement 
of productive facilities; and third, expansion of operations. 

The expansion of operations is necessary in order to provide addi- 
tional employment opportunities for our increasing population. The 
normal population growth of this State requires an additional $189 
million of capital investment each year to provide 15,000 jobs an- 
nually. This expansion also broadens the tax base and it is our be- 
lief, supported by historical facts, that this expansion will create 
additional tax revenue more than sufficient to offset any revenue loss. 

However, the present rates are so confiseatory that they discourage 
individual initiative, choke off sources of new risk capital, undermine 
the national economy, encourage dependency upon the State, create 
millions of supplicants to the Central Government, bolster the as- 
cendancy of the executive over the legislative branch of Government 
and will ultimately destroy our free- enterprise system and with it 
our freedom itself. 
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Along with our plea for a balanced budget and a planned program 
of progressive reduction in tax rates, we would direct your attention 
to the following matters now in our tax laws that we believe to be 
inequitable and to work hardships upon businesses. 

The first item is the matter of depreciation of business assets. Any 
business, regardless of size, that wishes to continue its existence must 
constantly replace its fixed assets with newer and more costly equip- 
ment. More often than not, this replacement is made with borrowed 
money with the hope that the business will have enough profits after 
taxes to pay off the obligations. One of the items of business expense 
is the depreciation and obsolescence of these assets and the Internal 
Revenue Code recognizes this expense as a deductible item. 

However, there is probably no single item on business-tax returns 
that causes as much disagreement between the taxpayers and the 
Internal Revenue Service as the question of the amount of deprecia- 
tion deductible on the return. This question involves method of 
depreciation to be used, salvage value to be set up, and years of esti- 
mated life. We believe that the businessman is better able to deter- 
mine these matters in regard to his own business than an internal- 
revenue agent. We would recommend that Congress pass legislation 
specifying that, within the limits of sound and consistent accounting, 
business management be permitted to exercise its own discretion in 
this matter. 

The second item to which we would direct your attention is the 
difference in tax treatment of an officer or employee of a corporation 
from that accorded to a small business or professional man, A 
corporation is permitted to establish a qualified trust and to pay into 
it certain amounts to be paid to its officers and employees after they 
retire. These amounts are deductible from the corporation’s income 
as they are paid into the trust and are taxable to the employee only 
as he receives them. This tax treatment makes it possible for the 
corporation’s employee to provide for his retirement years. 

The proprietor of a small business is not permitted to set aside 
profits for his own retirement in this fashion. We recommend that 
legislation be passed to permit the individual to deduct, within speci- 
fied limits, amounts set aside for retirement purposes, and thus correct 
this inequity. 

A third item that we believe deserves attention is in the field of 
excise taxes. There were many excise taxes which were imposed or 
increased at the beginning of World War II as emergency measures. 
That war has ended, and another has been fought, but these excise 
taxes are still with us. We have reference, among other taxes, to 
that tax which was imposed upon the transportation of property by 
for-hire carriers. We believe that all war-imposed excise taxes should 
be eliminated or reduced. Thank you. 

Senator Scuorpren. Thank you, Mr. Williams. With respect to 
these war-imposed taxes affecting transportation, your senior Senator 
from Kansas has introduced measures, which are pending before the 
appropriate committees of the Senate, to remedy this condition, but 
it is pretty hard to get action when the Government wants more 
money. <A good way to get rid of them is to put a final date on them 
that they will absolutely expire, and then they will have to come 
Saar SOnETSSS to get new tax legislation on it, but we weren't that 
realistic. 
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Mr. Wru1ams. I would like to point out that that happens to be a 
pet project of mine, this transportation by for-hire carriers, because 
it results in a discrimination between large business and small busi- 
ness. This transportation tax is not imposed upon carriers. It is 
imposed on for-hire carriers. As an illustration, if you have a chain 
of stores with a central warehouse, you may have your own trucking 
fleet and carry the product from your centré ul warehouse to your stores 
without paying the 3-percent transportation tax, but, if I own a 
small store down here in competition with one of your chains and the 
warehouse is up here in Wichita and I must have a for-hire carrier 
take the goods from the warehouse in Wichita to my store in Arkansas 
City, I have to pay the Federal Government an additional 3 percent 
on top of the other things. It does seem a little inequitable. It 
seems very inequitable to the small-business man. 

Senator Scnorrret. Mr. Williams, I thought that you mentioned 
this matter of depreciation. I take it that you do not feel that there 
could be any specific legislation establishing the rules—I mean estab- 
lishing the percentage factors. 

Mr. Wrii11aMs. No, sir; I do not. 

Senator Scuorpret. You suggest that it be left to the discretion 
of the businessman ? 

Mr. Witt1ams. I would suggest it be left to the discretion of the 
individual businessman. The reason I do not believe that Congress 
can pass those laws, pass the rules on a percentage basis, Senator, is 
this: One of my clients is in the construction game, dirt-working 
game. He purchases a tractor; it is being used. Well, frequently, 
he can use it as often as he has a job. He would like to use it 10 or 15 
hours a day 7 days a week. To put a percentage factor, that a man 
as compared to another man who is a farmer out here and uses the 
tractor for plowing or for farmwork, you can see there would be a 
vast difference between them. 

Now, my statement is this: That the individual businessman should 
know what the estimated life of that particular piece of equipment 
as used in his own business is. Understand this: If a man overdepre- 
ciates his equipment, he may defer Federal income taxes tempor: arily, 
but, sooner or later, he runs out of depreciation, which usually will 
throw him into a higher tax bracket in the years he has run out or 
else he sells the equipment where he has a gain which must be recog- 
nized or else he trades the equipment in and receives a reduced cost 
basis on his new property. So that, in reality, there is no tax-loss 
factor over his aggregate, as he sees it. 

Mr. Errcxson. Might I interrupt right there at that point ? 

Senator Scnorrrer. Yes. 

Mr. Ertcxson. Would you be willing to forgo capital-gains treat- 
ment on the sales of those assets if depreciation were on an unlimited 
basis like that ? 

Mr. Wriui1aMs. I will have to answer your question in two ways 
John Williams, certified public accountant, and John Williams as 
chairman of this committee. As John Williams, chairman of this 
committee, I can tell you that there is no policy on record, but that 
a special committee has been set up to study that very factor to deter- 
mine whether we will come out with that type of recommendation. 

Mr. Ertcxson. Of course, you realize that is the only inherent 
weakness in your suggestion. 
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Mr. Wuu1aMs. Let’s examine it for a moment, Mr. Counsel, and see 
if it is an inherent weakness or not. I have had that argument used 
many times. But let’s take a corporation, a small corporation, for 
example. ‘Take one who earns less than $25,000 a year; if he over- 
depreciates, it is true that he has a 30-percent deduction on that over- 
depreciation. When he sells the property, he must pick up a 25-per- 
cent tax. Now, it is true that he has gained 5 percent. The possibil- 
ity is, since business is fluctuating, as a general rule we don’t always 
have these years with the constant increase in economy, as you well 
know. If he is overdepreciated, he has probably lost some in some 
years when he has lost depreciation that he has been unable to use. 

Mr. Erickson. You are not going to suggest for a moment that we 
are going to limit that loss of depr eciation to small concerns? 

Mr. WutraMs. No. 

Mr. Erickson. Then your theory is considering only a $25,000-a- 
year-and-under income earner, and this committee must recognize 
those that are taxed at the 52- -percent bracket, and they, after all, are 
very, very large purchasers of equipment. That which might not be 
too much of a loss in revenue for the truly small concerns, “if it were 
applied across the board, could be a tremendous loss of revenue for 
those concerns which buy a good bit of equipment each year, and in 
allowing an unlimited depreciation policy lke this could trade not 
only between corporations but between subsidiaries of corporations, 
and this would cause a great many problems, and that is why I sug- 
gested as an inherent weakness in that proposition, unless you are 
willing to propose a corollary, that sale of such assets not be given 
capital- -gains treatment. 

Mr. Wiu1aMs. As an individual, I would be willing to propose it. 
As chairman of this council, I cannot propose it at this time. 

Senator Scnorrret. Senator Bible. 

Senator Bratz. No questions, Mr. Chairman. 

Senator ScHorrren. Congressman Rees. 

Congressman Rees. As I understand it, you propose to take away 
all excise taxes ? 

Mr. Witu1aMs. No, sir. I propose to reduce or eliminate the war- 
imposed measures. There are certain excise taxes that we feel prop- 
erly belong in the Federal taxation system. 

Yongressman Rees. How much money is involved in the reduction 
in your program ? 

Mr. WitxtaMs. That, sir, I do not know; the amount of money that 
would be involved in the war-imposed excise taxes. 

Congress Rees. The reason I asked the question is that, if you do 
away with the excise taxes and do away with transportation taxes, 
then you would have to make up for it somewhere else besides trying 
to bring about a war economy in Government. 

Mr. Wittams. © ongressman, there is another factor. As of this 
time, and we constantly believe it will continue, we have an expanding 
economy, we have an increase in the apparent income of the country 
which produces additional taxes. 

Congressman Rers. You think the expanding economy will take 
care of the so-called loss or reduction in the amount you receive 
because of excise tax ? 

Mr. Writ1aMs. It will, unless expanded Government spending uses 
up revenue. 











1158 TAX PROBLEMS OF SMALL BUSINESS 


Congressman Rees. Well, what I was trying to find out is what 
you mean by asking for this reduction. I appreciate your views in 
respect to that situation, but the next question comes as one member 
used to say every day, “Where are you going to get the money ?” 

Mr. Wiu1aMs. I would point out to you that our very first plea 
was that we are opposed to deficit financing. 

Congressman Rees. I listened to that, and I am with you on that. 

Mr. Wiuu1aMs. It is only after we come to that one point, every- 
thing else is subsidiary to that one point, after you have conquered 
this problem of deficit financing we would like to see the items that 
have been mentioned, that is, a planned program for reduction in 
tax rates, a depreciation allowance proposition set up where—well, 
gentlemen, I don’t want to take too much of your time—but let me 
give you an illustration. A small corporation that I know of has 
made money, intends to make money. It sets up its depreciation. It 
claims a reduction for it. Two or 3 years later the Bureau comes in. 
If they can find nothing to adjust, if there is nothing else to adjust, 
they look to the depreciation schedule. Now, if the estimated life is 
long enough so they can’t question it too seriously, or, if the method 
is a method which was approved specifically by the 1954 Revenue 
Act so that cannot be attacked, gentlemen, they can always attack the 
salvage value and 2 or 3 years later adjust depreciation by means of 
adjusting salvage value and hit this corporation with a deficiency 
assessment. 

It does not happen in this particular case, but I can anticipate 
cases within my own clients of small corporations where, if that 
method is continued and is used to what I believe may become the 
extreme, those assessments can well bankrupt those corporations. 
That is especially true in a corporation that has a cycle of business 
where it will have a highly prosperous year and then a very low year 
and a highly prosperous year. There are several corporations, or, I 
use the term “corporation” in lieu of taxpayer, there are several tax- 
payers where that same situation exists, and it is conceivable in my 
mind that they can force taxpayers into bankruptcy on that depre- 
ciation deal. 

Congressman Ress. I personally appreciate the expression of your 
views, Mr. Williams. I hope that you come back to Washington, 
and while you testify before the Senate committee come over and also 
testify before the Ways and Means Committee of the House. 

Mr. Wuu1aMs. I would appreciate that invitation. 

Congressman Rexrs. We will see that you get to testify if you come 
back there. 

Mr. Wiuu1aMs. I appreciate that invitation. 

Senator ScHorrreL. Congressman Breeding. 

Congressman Breepine. I want to compliment you on your state- 
ment, and certainly it was a pleasure to listen to you. I do want to 
invite you to Washington to testify before the Banking and Cur- 
rency Deneaitien that has to do with small business. But I would 
like to question you on a small business. For instance, you have 
pointed out that you are acquainted quite a bit with accountancy and 
income tax. If I were a small-business man, all the money that I 
would earn net over $25,000, I pay the same rate of taxation that a 
corporation or a big business which might make millions of dollars 
would pay, is that true? 
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Mr. Witir1aMs. If you as an individual made more than $25, 000, you 
would pay the same rate as a corporation! No, sir, that is not true. 
The top bracket that a corporation pays is 52 percent, but you as an 
individual may, if you make enough money, pay 91 percent. 

Congressman Breepine. Yes, sir. I have had a lot of small-business 
men state to me that, “I must buy in competition with my chainstore 
neighbors down here, and he buys much cheaper than I; he hires 
people, it seems as though, cheaper than I; he makes more profit than 
I and pays the same tax or less. I havea "good year; 1 make $35,000. 
Next year I have a bad year, and I only make $5 000. I get no rebate 
from the 52-percent tax or the bracket that I am in.” 

Would it be possible to let that man have, say $10,000 a year tax 
credit if he puts the $10,000 back in his business and let him go on, we 
will say, for a period of years, reasonable period of time until he builds 
up this business satisfactorily ‘would that be a solution to part of this 
small-business taxation ¢ 

Mr. Witu1ams. No, Congressman, I don’t think it would be. You 
must understand this: That in the first instance this small-business 
man has to take enough money out of his business to feed his family, 
to clothe them, and we hope he can send them to school, and you are 
merely creating a tax advantage for reinvestment, and I think it is 
a good deal. However, a progressive reduction in tax rate would 
accomplish the same result with less technical advice needed. I may 
be cutting my own throat by recommending that things be done so that 
technical advice is not nec essary, but I do think this: 

Gentlemen, I think it is a disgrace in a country as great as ours 
founded strictly on the greatness of common people—it i is not founded 
on the greatness of the uncommon people but on the common man— 
that every time a businessman wants to make a decision more involved 
than that of merely purchasing additional goods for resale, any other 
type of a deal that he wants to make the first thing he does is pick up 
the telephone and call me or some similar circumstance and say, “Mr. 
Tax Adviser, this is what I want todo. What is the tax consequence ¢ ¢” 
So, we go crack a lot of books or maybe we know the answer already. 
But in any event we furnish him a written statement and send him a 
bill. I have been doing it, I will continue to do it—I am not apologiz- 
ing for it—but I think it is a disgrace that it is necessary that that 
thing happen, but, if a businessman does not do it, he winds up at the 
end of the year havi ing to pay the Federal Government an income-tax 
bill which is so great that he sits back and scratches his head and says, 

“I wish I had done it.” 

Gentlemen, that is not good; that is not good for Americ: 

Congressman Breepine. You suggest “then the progressive- reduc- 
tion rate ? 

Mr. Witu1AMs. A planned-reduction rate. 

Congressman Breepine. A planned-reduction rate ? 

Mr. Witu1aMs. That’s correct. In other words, let’s say this, and 
IT can quote as the chairman of the Federal Taxation C ouncil, because 
fortunately, I have a policy on this, we are in favor that’ the top 
bracket on all taxes be 50 percent, that that be a maximum bracket, 
but, gentlemen, it would be the most foolish thing in the world to 
come before you and say we want the taxes cut to 50 percent in the 
1958 session of Congress. It could not be done. But a planned pro- 
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gram could be instituted which with due regard for this statement 
about deficit financing over a period of 5, 10, I don’t know how many 
years, but over a period of years would reduce those tax rates to the 
point where an individual’s initiative is encouraged and a profitable 
source of risk capital made available. 

Gentlemen, I would like to talk for hours on this risk capital propo- 
sition and the middle-income group, but I am not going to impose on 
your time. 

Congressman Breeprne. Thank you, Mr. Williams, and thank you, 
Mr. Chairman. 

Senator ScHorrreL. We appreciate your statement, Mr. Williams. 
Thank you very much. The next speaker is Mr. J. Gordon Roberts, 
president of the Roberts Dairy. Mr. Roberts, we are delighted to have 
you with us. State your name and your business for the reporter and 
the record. 


STATEMENT OF J. GORDON ROBERTS, PRESIDENT, ROBERTS DAIRY 
CO., OMAHA, NEBR. 


Mr. Roserts. I appreciate the opportunity to be here. I think 
everything I have to say is written down except for answering any 

questions that you might care to ask, My name is J. Gordon Roberts. 

live in Omaha, Nebr., and I am president of Roberts Dairy Co. 

I would like to present my material in three parts: (1) ‘Why our 
ee should remain an independent and not be sold to a national 
chain; (2) why present circumstances make any other alternative im- 

ossible, unless these circumstances are changed; and, (3) how small 
odiaiens may be protected in a manner providing oi rather than 
less, revenue to the Federal Government. 

To make my case understandable, I must give the background of 
the business I represent. The company was started by my father, 
J. R. Roberts, a tenant farmer at the time he began peddling milk 
door to door out of 10-gallon cans. In about 1906, however, my 
father introduced the delivery of milk in bottles for the first time in 
Nebraska. Shortly thereafter, he introduced pasteurized milk. 

He later developed the short-time method of pasteurization whereby 
milk was quickly heated to a high temperature and immediately cooled. 
Thus he eliminated the cooked flavor of pasteurized milk. For techni- 
cal reasons, the working out of this procedure was not nearly as simple 
as one might suppose. The basic principles involved have been used 
by the citrus industry since then, as well as the dairy industry. 

Asa bonus to the American economy in his last years, my father de- 
veloped a method of turning citrus rind into a dairy -catile feed, an 
industry which today runs into millions of dollars annually. On this 
project he used all the money he could borrow on his insurance, and 
did not make a dime. 

My father’s forte lay in proving the feasibility of processes pre- 
viously considered completely unfeasible. He received little publicity 
for his efforts because once he had determined a process could be fol- 
lowed, he lost interest in it and went on to something else. Neverthe- 
less, foods in amounts representing billions of dollars have been sold 
in this country following processes pioneered by my father. 
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A grateful Government moved in upon my father’s death, attempt- 
ing to confiscate the business. Before my father died, his health had 
failed, and the business was in sorry shape when it was turned over to 
metorun. I got the job because nobody else on our board of directors 
thought the business could survive, and no other qualified person 
would accept the responsibility. 

I was penniless other than for stock in the company. I-had to settle 
the estate tax on the grounds that I couldn’t afford attorneys to go to 
court. For 5 years after the settlement of the estate tax, I eked out an 
existence in order to meet the estate-tax payments after cor porations 
and personal income tax, estate taxes, obviously designed to force me 
to sell. Since my assumption of management in 19: 39, approximately 
5 years before my father’s death, the business has by now more than 
tripled its size, even taking inflation into account. 

Senator Bieter. May I interrupt you to ask how large a business it 
is now, how many people you employ ? 

Mr. Roserts. We employ between 900 and a thousand people. We 
sell $20 million worth of merchandise, and we compete with a company 
that sells $2 billion. 

Senator Bisite. You have between 900 and a thousand people on 
your payroll at the present time ? 

Mr. Rozerrs. That’s correct. As I said, however, we compete; our 
biggest competitor sells $2 billion worth of merchandise a year. That 
is a chainstore which has entered into the milk business; so, relatively, 
we are pretty small. In fact, because of the poor financial condition 
of the company at the time I had assumed management, I paid estate 
tax on a value which I had largely created myself. 

Despite my financial record T make no pretense, however, of having 
equaled my father’s brilliant record of achievement. Yet, at the time 
of his death, I felt.more entitled to an opportunity to run this business 
than should be given the son of one of the vice presidents of some 
billion-dollar corporation. I feel this way also about my own family. 

I will illustrate some of the things which our company has done at 
the local level worthy, I believe, of some consideration. In our own 
field we have developed a low-fat dairy spread, the first basically 
different dairy food since the dev elopment of cheese and butter. 
However, it is not my purpose to brag about our accomplishments in 
our own field, but rather to describe the extent to which we have 
helped others in our own community. 

We have, for instance, given land for 3 public parks in areas in 
which children would otherwise have no playgrounds. And we are 
not a large enough company actually to afford this kind of philan- 
thropy. But it is one of those things done by local companies because 
otherwise no constructive action is taken. 

Moreover, we have worked for a long time on youth activities. Per- 
sonally, I am on the President’s Advisory Committee on Youth Fitness. 
The following letter indicates the importance of such effort: 

Dear Mr. RoseErts: I have been State chairman of the American Legion junior 
and midget baseball for 19 years. I have served as local chairman for American 
Legion and junior and midget baseball for 25 years. This operation called for 
the supervision of from 4,000 to 10,000 boys each year. It is a civic job without 
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pay. We have not had one national concern sponsor any of these teams in the 
past 25 years. All have been locally sponsored. 
Very truly yours, 
©. O. BowLey, 
State Chairman, American Legion Baseball. 


Our contributions of money to causes of all kinds amounted to 
approximately $50,000 this year. Our part in community service, 
however, goes beyond contributions of money. 

For instance, 2 years ago, Dr. Oliver Reihart, a veterinarian in our 
community, came to me asking $2,000 for an international refrigerated 
centrifuge with which to study virus. Inasmuch as he had no reputa- 
tion at that time except as a healer of dogs and cats, no one would give 
him the money except me. Upon getting his equipment in 1955, he 
developed all of the polio cultures locally in the city of Omaha. In 
1956 and 1957 he carried out this same work on the State level. 

Presently he is planning some research on cancer which we have 
worked out together, based on the theory that the present approach 
to the problem of cancer is fundamentally irrational. Without getting 
into a technical discussion, I will simply say that the word “malig- 
nancy” has no place in our basically different approach to the whole 
problem. Moreover, if the previous approach has been basically irra- 
tional in its very conception, no amount of money can possibly produce 
desired results. 

At this point I would like to describe the problem faced by small 
and independent business in doing any research whatsoever to compete 
with the research of the billion- dollar competitor. The small business 
which is hardly enough to survive is necessarily growing. Its assets 
must go into new growth, a problem not shared by the company with 
a billion or more dollars’ worth of established sales. 

Even this condition does not represent, however, the most gross 
injustice in the problem of research. Through the interference of 
the Federal income-tax rulings, big government has turned the scien- 
tific facilities of our universities and other tax-supported institutions 
over to big business and has excluded small business from any use of 
these facilities. 

True, the tax money of the small-business man keeps the universities 
going, rather than the occasional handouts from large companies. And 
certainly the Federal Government has neither built nor i it main- 
tain the scientific facilities in our universities, even though it has 
assumed proprietary control through its tax department. 

Here is just how and why small “business is excluded from the use 
of facilities open to big business. Usually a university requires that 
a business using its facilities donate at least as much money as is re- 
quired for the “basic cost of the research. This is only reasonable, 
and I certainly do not complain about it. But the Federal Govern- 
ment limits the amount of such contribution in terms of percentage of 
profit. The small-business man may desperately need research be- 
cause of the absence of profit, but he is excluded from getting it. 
Moreover, unless his profits are enormous, the percentage of contri- 
bution permitted is so small that any research allowed is too insignifi- 
cant to be considered. 

Does this kind of loading the deck in favor of big companies make 
any difference to anyone other than those actually engaged in small 
or independent business? 
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Let’s consider the following statement: Says William R. Bennett, 
Ph. D., in his book, The American Patent System: 

Very few basic inventions have come from corporate research laboratories. 
Most pioneering inventions have been conceived by independent inventors. 

These pioneer inventions include even the image-dissector camera 
tube making modern television possible. 

As an independent today, if I remain in business, I face the possi- 
bility of leaving my family in exactly the same ludicrous position as 
Joe Louis, provided the company runs into any adverse conditions. 
And even under the best conditions, my tax advisers tell me that if I 
were to die tomorrow and make the full use of the marital deduction 
from my wife surviving me, my Federal estate taxes would be in the 
neighborhood of $425,000, How do you find that kind of money ? 

And if my wife should die before me so that I could not take ad- 
vantage of the marital deduction, my Federal estate tax would then 
amount to approximately $1 million, unless I hurried up real quick 
and got married again. In other words, the question about my busi- 
ness is not whether or not it must be sold. It is simply a question of 
when. 

In other words, gentlemen, either these tax laws are changed or 
my business must be sold. And if I remain in business, what do I 
face? I face the competition of a chain of stores entering the milk 
business with a virtual monopoly of outlet through that store chain. 
In other words, I am blocked off from reaching that part of the public 
dealing with the store chain, whatever I do in the way of better pro- 
tecting the public health or in the way of community service. 

Money, however, is not the only advantage of the billion-dollar 
corporation, in my opinion. The biggest advantage consists of time. 
The average age of 250 of the largest industrial and trade corpora- 
tions is 74.3 years, according to the Fortune Directory of the 500 larg- 
est United States industrial corporations and 200 largest trade cor- 
porations. The lifetime of the independent business is limited by tax 
laws to the productive years of one individual, a limitation which 
makes independent business of any consequence illegal beyond this 
generation. This limitation brings to a close the age of Edison and 
Ford. It may bring our civilization to a close also. 

I am remaining in business for the present only as a matter of 
principle, out of a sense of patriotic duty. For what are these estate 
tax laws doing? They are drying up initiative within this Nation 
at its source. True, our tax laws send men to Florida rather than 
the salt mines, but they are eliminating the use of many millions 
of years of creative energy on the part of some of our most produc- 
tive citizens. The amount of income taxes lost through estate taxes 
is impossible to estimate, but it must be tremendous. Gift and estate 
taxes produce only 1.2 percent of total Federal revenue, and are not 
repetitive. 

What do I recommend? In my judgment, H. R. 7600 represents 
a step in the right direction. It would permit a small business to 
accumulate, over a period of years out of earnings before taxes, funds 
which could then be used to redeem enough of an owner’s stock at the 
stockholder’s death to permit his estate to meet the impact of the 
oa sc estate taxes without forcing his estate to put his stock on 
the block. 
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Senator Scuorrre.. Thank you very much, Mr. Roberts, for this 
fine statement. Senator Bible, do you have any questions ? 

Senator Brste. No; except to join you in complimenting Mr. Rob- 
erts on his statement. I mean he is in that area where some people 

might question that he is a small-business man, and I will certainly 
think a very successful one from the record he makes here, but it is 
apparently in this intermediate zone where I can recognize that you 
likewise have some of the problems that the so-called smaller-busi- 
ness man has faced with great big business. I do not know where you 
particularly draw the line. 

Mr. Roperts. I would like to add this if I may: There has been no 
basic change in scientific methods in about 300 years. I am interested 
in something that would bring about such a change. At the same 
time continuing this work throws my family future in jeopardy. 
I am put in the position of either having to jeopardize my family 
or sacrificing something which I think is very much in the public 
interest. I cannot guarantee what results will come from what I 
am doing. There is nobody in their right mind who will say what 
research i is going to lead to. That is basically the reason I am staying 
in business. 

I do not think it is fair to put my family up against the same 
proposition that Joe Louis through this interest thing that was talked 
about is faced with in order to be able to serve the public. 

Senator Bretr. You think the tax anticipation certificates con- 
templated in H. R. 7600 are part of the answer ? 

Mr. Roverts. Yes, part of the answer. 

Senator Breiz. Do you think the payment of inheritance tax over 
a period of 10 years is helpful ? 

Mr. Roserts. I think that will help. I do not think that either one 
alone will do the job. 

Senator Brste. You think you need both ? 

Mr. Roperts. That’s right. If we want a socialistic government, 
we are getting it, because if you get all this business concentrated in 
a few large corporations, the next step is for the Government to own 
them. If we want it, we ought to put it on the ballot and say, “To we 

want socialism or capitalism” and get a vote on it. That is what we 
are doing now without a question. 

Senator Scuorrret. Do you have any questions, Congressman 
Rees ? 

Congressman Rees. No. 

Senator ScHorrrei. Congressman Breeding. 

Congressman Breeptnc. No questions. 

Senator Scnorrrei. Thank you very much, Mr. Roberts. Mr. John 
Stevens of Stevens Enterprises of Wichita. 


STATEMENT OF JOHN S. STEVENS, STEVENS ENTERPRISES, INC., 
WICHITA, KANS. 


Mr. Stevens. Honorable Chairman, my name is John Stevens, pres- 
ident of Stevens Enterprises, Inc., 918 West Second, Wichita, Kans. 
I am honored indeed for the privilege offered to appear before this 
honorable and distinguished committee. I recall very well during the 
many campaign speeches made by both political parties the state- 
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ments relating to that part of both platforms offering tax relief to 
small business. To date this most vital and important part of the 1956 
political platform has not become a reality. However, small business 
throughout the Nation has been tremendously encouraged by the posi- 
tive action being taken by this committee. 

Small business has been treated by the Congress as an unnecessary 
link in our economy chain. No one can change the basic fact that a 
chain is only as strong as its weakest link. “The strength of small 
business definitely determines the strength of our national economy 


~~ WN 


_ 


for it is the very foundation upon which our national economy is built. 
Take away small business, and you automatically eliminate the free- 
enterprise system. As I see it, Congress has a choice to make in 1958, 
and that choice can be no other than to save what is left of our free- 
enterprise system by granting Federal income tax relief to small 
business. 

Commonsense and equitable reasoning are two of the freest, cheap- 
est, and most vital commodities in our democratic free society. You 
cannot rob Peter, the American, to pay Paul, the European, as long as 
Paul is unwilling to become tolerable without arousing the fury of 
Peter. This is our foreign aid policy today. Peter’s pocket is empty, 
and he has borrowed all his security will allow. The laws of supply 
and demand and the economy of a free society is like a house built on 
a foundation of solid rock while Government subsidization is like a 
house built on sinking sand. Peter has been afflicted with a disease 
' known as inflation, and his doctor has warned him time and again 

that, unless his current investment can be financed out of savings with- 
out undue reliance on newly created capital, he will not pull through. 
Should Peter die, he has requested the following quotation to be in- 
scribed on his tombstone : “Here lies Peter, the small-business America, 
the one pride of free enterprise who died of cancer. Dr. Congress 
could have saved me but waited too long to check its destructive 
power. 
I have had the opportunity to carefully analyze the contents of 
H. R. 6452 and H. R. 9119 known as the Sadlak-Herlong bill. In 
: summary the Sadlak-Herlong bill would: (1) Provide a moderate 
| schedule of rates for all income-tax payers, individuals, unincorpo- 
rated businesses, and corporations. (2) Finance the reduction out of 
revenue growth. (3) Set up a new method of controlling Federal ex- 
penditures. (4) Accomplish these objectives with adequate safe- 
guards against a return to the evils of deficit financing. 

As a small-business man who is dedicated to the basic principles 
of our democratic free society guaranteed under our great Constitu- 
tion and Bill of Rights and as a member of the board of trustees of 
the National Small Business Men’s Association, I urge and recom- 
mend the adoption of the Sadlak-Herlong bill in the next session of 
Congress, for its adoption would breathe new life, liberty, and the pur- 
suit of hi appiness forall Americans. Thank you. 

Senator Scnorrrri. Thank you, Mr. Stevens. Senator Bible. 

Senator Bratz. Thank you, Mr. Chairman. I think Mr. Stevens 
has given us a rather large order as doctors in curing this malignancy 
that, he mentions. I would for the record, Mr. Stevens, appreciate 
knowing about Stevens Enterprises. What is it and how many 
people do you employ ? 


Va or FSO OS lOO et YY 


— oO 


oor rw 


cep em 


sue 


we 
' 


Ves 
. 


Own 











1166 TAX PROBLEMS OF SMALL BUSINESS 


Mr. Srevens. We employ 17 people, Senator, and it takes in a 
neckwear company, manufacturing knots, perfect Windsor knots. 

Senator Brste. I could use a few. 

Mr. Srevens. Most people can. We have an automatic mer- 
chandise-vending company which is called You-Select-It Candy Serv- 
ice, and we also carry on a wholesale candy company along with it. 
These are the three that comprise the present Stevens Enterprises 
here in Wichita. 

Senator Bratz. You have a total employment of 17 people? 

Mr. Stevens. Yes. 

Senator ScHorrret. Thank you very much. You made a very color- 
ful presentation. Congressman Rees. 

Congressman Rees. I wish to express my appreciation for a forth- 
right statement, Mr. Stevens. 

Mr. Stevens. Thank you, Congressman. 

Senator ScHorpret. Congressman Breeding. 

Congressman Brerepinc. What is the Herlong bill that you men- 
tioned ? 

Mr. Stevens. The Sadlak-Herlong bill, the Sadlak bill was H. R. 
6452, and Congressman Herlong’s bill was H. R. 9119. 

Congressman Breepine. Those were the two numbers you gave be- 
fore? 

Mr. Srevens. Yes, sir. 

Senator Scuorrren. Do counsel have any questions ? 

Mr. Erickson. No, I don’t think so. 

Senator ScHorrpreL. Thank you very much, Mr. Stevens. We 
appreciate your presentation. I understand now that we have some 
other gentlemen Re parties who wish to testify. Some of them are 
expecting to appear immediately following our recess at noon. So, 
at this time we will recess the hearing until 2 o’clock, at which time 
we will proceed. I wish to express our thanks to those of you who 
have attended this morning’s session. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator ScHorrre,t. The committee will come to order. The next 
gentleman we would like to hear from is Robert Alexander, certified 
public accountant, from Liberal, Kans. Mr. Alexander, we will be 
glad to hear from you. State your name and business for the record 
into that microphone, and you may proceed in your own way, sir. 


STATEMENT OF ROBERT ALEXANDER, CERTIFIED PUBLIC 
ACCOUNTANT, LIBERAL, KANS. 


Mr. Atexanper. I am Robert Alexander, certified public account- 
ant, Liberal, Kans. The subject matter that we are discussing, the 
impact of Federal taxation on small business, I do have a few an- 
swers to the question of whether there is a difference between the im- 

act of this Federal taxation on small business and the impact on 
arge business. Basically, I think it lies first of all in working capi- 
tal requirements. The smaller businesses too often begin operations 
inadequately capitalized. Then, too, because of their capital situa- 
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tion, they do not always make sufficient use of available professional 
advice, and I do believe there is occasional discrimination of present 
income-tax regulations affecting small business. 

The question of whether tax relief is necessary would of course be 
answered in the affirmative by every businessman concerned. How- 
ever, further study by independent persons would not always agree 
with this conclusion for the following reasons: (1) The size of the 
tax imposed upon what I classify as small business does not create as 
great a burden nor as discriminatory a form as do the regulations gov- 
erning that tax imposition, Let me clarify this by further comment. 
A good example is the apparent stereotyped impression of Con- 
gress that the word “corporation” automatically means “big busi- 
ness.” There are perhaps more regulations issued on this phase of 
Federal income taxation than any other and I can reach no other con- 
clusion after research than that the primary objective of such regu- 
lations is to close so-called loopholes with the attendant discrimina- 
tion against small business. I have a pertinent suggestion to follow. 
(2) The majority of all small businesses, and here, again, my defi- 
nition of small business probably conflicts with others, do not suffer 
from a dollar tax burden excessive in amount. (3) Most business- 
men are more concerned with keeping adequate working capital in 
these tight-money times than with whether their tax problem is dis- 
proportionately greater than that incurred by others, (4) Taxes— 
income taxes specifically—follow profits and we all are willing to 
undergo such necessary attendant expenses that attach thereto. 

I have selected three possibilities in tax law (income tax in na- 
ture) revision for discussion, namely, graduated corporate income 
tax rates, permission for a proprietor of an unincorporated business 
to be treated as an employee for pension and related plans and the 
election of small corporations of selected size to be taxed as partner- 
ships or proprietorships. 

First—the graduated corporate income tax rate. This suggestion 
was probably offered with the purpose of correlating the tax rates 
with those of individuals and with the desired goal of spreading the 
total income tax to those most able to afford it. In my opinion, little 
could be more detrimental than this policy. Corporations are in- 
dividual only in the legal sense and there can be no logical compari- 
son for such purposes as this graduated rate system on taxation. To 
impose such a schedule would result in further penalizing those in- 
vestors who are already paying on a graduated basis and who are the 
lifeblood of our economy. 

I think, if we were to take any example of an investor who is 
paying income tax on the individual rate system, then he was to 
invest money in a corporation also taxed on that, theoretically, he 
could be taxed if that situation existed 90 percent of 10 percent of 
his net income. I will clarify that a little further. If he were in 
the 90 or 91 percent tax bracket, he would have 10 percent of his net 
income left for investment. Then, if that were invested in a cor- 
poration and we will say that the tax rate graduated there to 90 
vercent, he would have a net result of possibly 1 percent of his original 
income left for these uses, and that would be in corporation in which 
he would pay dividends again. 
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We could only attempt to visualize the result to our national in- 
vestment policy of such a proposal. Furthermore, even if the total 
income tax burden of all corporations did not increase—and this 
appears illogical in view of the fact that the new avenue of providing 
additional tax revenue would be only too soon utilized—the result 
would be a further penalty to efficient management and a further hin- 
drance to corporate initiative. 

Mr. Erickson. May I interrupt? 

Senator Schorrren. Yes. 

Mr. Erickson. I wonder, now, you have broken this down in three 
different items, and that is why I would like to ask you this. You, 
of course, realize why the graduated corporate tax proposal has been 
brought forward. 

Mr. Atexanper. I think basically to allow small businesses a 
smaller rate than the 30 percent but to do that you have a total tax 
volume to be raised from corporate sources. 

Mr. Erickson. Right. My question is, your being critical of this 
particular proposal, I am wondering if you have any alternative 
which may benefit the same businesses which this proposal is aimed 
to benefit. 

Mr. Avexanver. I think possibly my No. 3 would do that.. If 
you have further questions on that, I also although it is not in my 
paper, I have given quite some thought to this reinvestment tax credit, 
and from the study I have made I am very much in favor of that 
sort of proposal. 

Mr. Erickson. You feel that is an alternative to this proposal? 

Mr. AvtexanveRr. I would say very definitely it would be, I do not 
think that small business as such wants to avoid income tax nor do 
I think that they want to necessarily postpone income tax. The basic 
fact is most businesses—and I think statistics will back me up—most 
businesses that shall we say, go bankrupt the first few years of organi- 
zation do so because their working capital is insufficient. A lot of 
them have good income. They start—just started out undercapital- 
ized and cannot keep up with it. I think for that reason that a tax 
credit, I am getting away from my paper but I presume that is 
all right, for that money the tax credit the first 3 or 4, or 5 years of 
operation, I think, would be very beneficial to the business even if the 
succeeding 5 years the rate to these particular businesses were raised 
to compensate for what they have saved. I do not think that small- 
business men that I have had relations with basically think they are 
being penalized by income tax. Does that clarify that? 

Mr. Ertcxson. Thank you. 

Mr. Atexanper. Second, permission for the proprietor of an un- 
incorporated business to be treated as an employee for pension and 
related plans. I have made a statement here that might be a little too 
definite. To someone in public practice it has all too often been evi- 
dent that business proprietors are subordinated to labor in Federal 
tax policies and such has been the case in the field of pension plans. 
There is a definite need for either the Jenkins-Keough bill now under 
discussion or the inclusion of proprietors in a qualified plan. There 
is no longer the wide gap between the wages of the employee and 
the earnings of the employer and the increased demands of an infla- 
tionary economy do not often allow the average owner to accumulate 
the necessary funds for retirement purposes. Also, in connection with 
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this suggestion, I believe the maximum provision for payment into any 
fund should give consideration to the fact that businessmen are, by 
virtue of their occupation, forced to follow a standard of living in 
excess of that of his employees. By that I mean that is self-evident. 
There is increasing need I think, and it has been expressed orally 
and also in many tax publications, that proprietors of their own busi- 
ness too often do not allow for the future retirement plan. 

Mr. Erickson. Mr. Alexander, again, I want to interrupt right 
there. Have you noticed from your experience in dealing with small 
business and in the area of your practice any practical results from 
the lack of a pension plan for the self-employed ¢ 

Mr. ALExANperR. Any practical results of the lack? 

Mr. Erickson. Right. 

Mr. Avexanver. I think of 2 or 3 instances perhaps where an in- 
dividual has been forced to retire from business because of health, and 
the investment policy that he has doesn’t allow him too often to 
liquidate economically, and I will give you an ex: ample, for instance, 
of businessmen that have invested their money in land in our par- 
ticular area, and assuming that crops are going to continue, and they 
have, so, in the particular business that allowed them to accumulate 
that money they may have a partner, and because of that the partner 
says, “I am sorry but you are not providing anything for the business, 
and we are going to have to make some settlement.” 

As a result of that he has no available funds for his retirement. He 
has an investment, yes, but it is not readily available, and I see no dif- 
ference basically in principle why an employer should not be allowed 
to provide for his retirement with tax benefits as these fringe benefits 
do for employees. 

Mr. Ertcxson. Thank you. 

Mr. Avexanper. Third, the election of small corporations to be 
taxed as a eer or proprietor ships. This to me is probably the 
most important of all. As mentioned earlier in this testimony, I be- 
lieve that Congress has very definitely discriminated against small 
business as such i in the regulations gov erning corporate taxation. In 
the Taxes magazine issue of February 1957, appears the following 
statement, the ‘basis of which occurs in‘almost all tax literature : 

At what point on the profit scale will it be to the individual proprietor’s ad- 
vantage to incorporate his business and thus have an additional entity with 
which to reduce his tax rate? 

I contend that almost all small businesses, especially those in part- 
nership status, would prefer to be incorporated but under present 
regulations they must wait until their financial position is substantial 
enough for their attorney or accountant to plot this “point on the 
profit scale.” Why should such logical businessmen want the legal 
and financial advs antages of incorporation if they are penalized by 
a high normal tax rate in comparison with w hat they experience as 
individuals? I believe I am correct in saying that some 84 to 86 per- 
cent of the Nation’s businesses are unincorpor: ated. Again, could any- 
one question that corporate-tax rates are primarily responsible for a 
great part of this high percentage? There would, of course, have to 
be additional regulations to prevent the relief to small business from 
being used as further “stepping stones” for tax relief to larger corpo- 
rations, but, in any case, our income-tax regulations have never been 
noted for their simplicity of operation. 
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Mr. Erickson. Mr. Alexander, one more interruption right there. 
You speak in generalities in this, the discussion of this third point. 

Mr. Atexanper. Because of time; yes. 

Mr. Erickson. I wonder, do you have some specific example from 
your own experience where you have known a business organization 
which has not incorporated simply because of the Federal tax records? 

Mr. Atexanper. Oh, yes; I have a couple of investments of my 
own that resulted in partnership because they were making a profit. 
Frankly, the income-tax structure being what it was, the 30-percent 
normal tax rate was more than I would pay as a partner and also 
more than my partner’s. I think to me that is self-evident. The 
great majority of small business does not have an average tax rate of 
30 percent, but, again, I do not see how anyone could doubt that for 
at least legal responsibility it is better to be incorporated. There are 
advantages and disadvantages, but, basically, I have had the question 
asked me any number of times from proprietors and partners, “Should 
I incorporate or should I not incorporate for income-tax purposes?” 

I don’t think that business proposition should be based upon the 
need for tax saving or tax adjustment. I think, if a man wants to 
incorporate his business, he should be allowed to do so, and in this 
provision, I see no way that it reduces his tax burden over his in- 
dividual status. 

Mr. Erickson. What you are suggesting then is that you would like 
to take the Federal tax impact completely out of the question of 
whether or not a business should operate as a corporation, as a partner- 
ship, or as a proprietorship ¢ 

Mr. Auexanper. Very definitely, I think it is only logical; yes. 
That constitutes the extent of my testimony, gentlemen. It has been 
a privilege to appear before this committee and I certainly hope, with 
you, that the testimonies offered are of value in setting the tax policy 
of our next Congress. Thank you very much. 

Senator ScHorprei. Senator Bible. 

Senator Brste. I have no questions. I do want to compliment you, 
Mr. Alexander, because I think you have hit again the three areas 
that we most frequently find in this small-business field in places where 
I have been hopeful that we could be of real relief. 

Mr. Atexanper. I wish I had more time to go further into this | 
investment credit. The more that I consider that proposition the | 
more I am in favor of it. 

Senator Bratz. We are convinced that it has some merit. 

Mr. ALEXANDER. Yes. 

Senator Scnorrret. Congressman Breeding. . 

Congressman Brerpine. I want to compliment you on your remarks | 
in your discussion of today. I have no questions. 

enator ScHorpreL. Thank you very much for a splendid statement, | 
sir. We will now hear from C. C. Parish. Mr. Parish, please give | 
your name to the reporter and proceed. 


STATEMENT OF C. C. PARRISH, HOTEL OPERATOR AND OWNER OF 
SEVERAL SMALL BUSINESSES, GREAT BEND, KANS. 


Mr. Parrisu. I am C. C. “Monty” Parrish. I live at Great Bend, 
Kans. Presently I am operating 2 hotels, a motel, 2 restaurants, a | 
farm, and the American Wood Works Cabinet Co. These are what 
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I term all small businesses. In fact, some of them could be called tiny 
businesses. 

Senator Bratz. What is the number of your employees ? 

Mr. Parrisu. The total number of employees is 75. That varies 
somewhat, but the year-round employees approximate 75 persons to 
operate these businesses. I am talking when I talk about small busi- 
ness of the business that grosses somewhere around $100,000 a year 
or maybe not to exceed $200,000 a year. I am not incorporated in any 
sense except that recently I acquired a hotel in Pratt which is owned 
by the Pratt Hotel Corp., and in that 2 weeks I have learned a little 
about corporations. So, we will have to stick to individual ownership, 
I think, in this particular testimony. 

I am not sure that I can relate to you all of the problems that have 
caused these things to happen to small business. I do know this: That 
I have noted in the past 5 years particularly that each one of these 
businesses I have noted here has been on a decline, a decline profitwise 
and a decline businesswise. Well, incidentally, the tax bill has grown 
higher and higher. I have noticed also that our largest corporations 
have earnings greater than they have ever had before in the year 1957, 
and they have increased tremendously their earnings during the same 
5-year period that my small businesses have declined. 

I have noticed also that the price of labor has been more or less in 
keeping with the corporation’s profits in that many of them have their 
price per hour tied to the cost of living. I mention this particularly 
because to the small-business man on the western end of our State he 
is not equipped maybe to understand why all of these things occur, 
but, nevertheless, he reads them in the paper, and he wonders why the 
discrimination against the small business. There are several reasons 
why this particular thing happens. 

Sticking to the particular part of the Federal tax structure I will 
have to say this: That many of the things that cause this difficulty are 
outside of that particularly the Small Business Administration 
agency. I would say that one of the great things that happens to this 
small-business man 1s that he is unable to do the same as the corpora- 
tion as increasing living costs occur and labor goes up their end prod- 
uct goes up also. The end product in my pastlondhid beailinail and I 
am talking about any of these businesses, be it the farm, hotel or 
motel, food business, all common to the small business, we cannot 
increase our end product price. 

There are many reasons why we cannot do that based on the income 
we have in our communities mostly agriculturalwise, but from a tax 
point of view I think there are several things that could help. One 

articular form that I notice here in your memorandum,‘ you have 
our particular statements set out here, “Is tax relief necessary? If 
so, why, and what form should it take?” You mention there overall 
rate reductions. I do not think that would help particularly. The 
increase in the personal deduction I do not believe would help. The 
reduction in corporate tax rate I would know little about, because I 
have just started in that particular field. 

Special relief for small business—I think all of what we have to 
~ in that country could come under the heading, of “special 
relief. 


* See appendix 1, p. 1554. 
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Your No. 1, “Permit estate taxes to be paid in installments over a 
period of years.” I think this is very important relief. If you will 
pardon me, I will have to explain this to you from my own personal 
point of view, because I aaa sometimes what might happen if my 
estate happened to be divided up. Each one of these businesses has 
against it some borrowed money. Most of it taxwise has been assessed 
at the time when the assessments were high. So, if you take the state- 
ment that I take to the Barton County Bank to borrow money and I 
had to use that to pay off my estate tax, I do not believe my 6 children 
could borrow enough on all the property to pay the estate tax alone. 
I am sure that that would cause some 5 businesses here to go out of 
business entirely. So, some form to permit this estate tax to be paid 
in installments over a period of years certainly would be helpful. 

Now, coming to your No. 2 point, “Permit partner ships and pro- 
prietorships to elect to be taxed as cor porations,” I think it is only fair 
that a partnership or an individual proprietorship should be : able to 
select on an annual basis the most favorable way for it to pay its tax. 
I say that because I am talking primarily about the hotel business, and 
I think that in making this statement hotelwise I represent most of the 
hotels in America, and I note that of the 6,000 members of the Amer- 
ican Hotel Association 90 percent of those hotels are under 100 rooms. 
It so happens that my 2 hotels are about 100 rooms each, so, I think 
we are talking now about 90 percent of all the hotels in America. 

What happens i in our field is that during 2 or 3 years of boom we 
will make maybe eS all of the profit we make in a lifetime. I 
can talk about a hotel 1 own that was built in the year 1886. That 
business has been open continuously since that time. I believe that 
I am the seventh owner and the only one that so far has not lost 
through foreclosure. Why does this happen? It happens because 
as a boom comes into the country we take a large amount of profit 
out in a matter of 2 or 3 years as we did in Great Bend during the 
war years when the airbase was open, and then immediately following 
in an oil boom. 

There have been most of those years since 1886 that this hotel 
has made no profit at all. So, the profit that has been made has 
been confined to 15 or 20 percent of the time it has been open. So, 
therefore, I think you can see that to permit the small taxpayer, the 
individual owner to use or elect to use any method for the partic ular 
year would allow him to save some of this money to put into that 
business at a time when he was not making any net profit or making 
ends meet. I am talking about a business that I suppose has failed 
more than any other in America. I think during the 1930’s this 
particular group of hotels were, 80 percent of them, in the hands 
of receivers. They were there primarily for the same thing that 
is happening to us today. We are not able to leave any capital in 
our business to meet this particular crisis when it comes along. 

That would bring me to point No. 3 here, “Permit taxpayer to use 
alternate methods of depreciation.” In other w ords, I will state it 
this way: In the year 1953 which was my peak year in the hotel 
business we ran almost 100 percent occupancy. The wear and tear 
on the furniture and the equipment was terrific. It should have been 
depreciated in that year more than it was many other years combined. 

Now, let’s compare that with 1957. With a drop in room revenues 
of somewhere around 25 to 30 percent my replacement costs in 1957 
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because of low occupancy are not nearly as important as they were 
in 1953. So, had I been able to take less depreciation in 1957 and 
more in 1953, I could solve some of my rehabilitation problems. We 
mention here to permit the proprietors of an unincorporated business 
to be treated as an employee under qualified pensions, profit-sharing 
or stock-bonus plans, and I see no reason why he should not be. He 
is discriminated against on several small things, but remember he 
has a small business, and a few things turn out ‘to be large as you 
go on. In the calculation of my individual income-tax return, for 
instance, I had taken out the memberships that I had in the country 
club, the Petroleum Club, and several places, primarily which I had 
in order to have my guests be able to use the golf course, and I did 
send them out there. Those particular items were thrown out because 
I was an individual. Well, my competition up the street that was 
incorporated was able to use that as a corporation charge-off. 

Now, there are many little things like that that add up at the end 
of the year to be quite something on getting this capital back into your 
business. I would say this: that the ¢ greatest relief under this particu- 
lar directive that you could give to the small business would be some 
method of allowing them to retain a portion of this capital into their 
business tax- exempt that would allow them to meet these rising costs 
of rehabilitation and to somehow or other combat the execessive costs 
we have. I do not believe there would be any difference there in 
whether it was a small corporation or an individual, but some particu- 
lar method of leaving some capital into the strete her so that in the good 
years we could take capital out to rebuild the institution to carry over 
into the poor years. 

In closing, I might state this : that there are other things on a Federal 
level that have caused a lot of trouble small businesswise in the hotel 
and motel and restaurant business. As you folks perhaps know, we 
have public space; we sell banquets; we are competitive in a small 
community to many tax-exempt organizations. I think that possibly 
this is one of the things that has caused our small businesses to deterio- 
rate more than anything else. I might mention that my taxes in 1946 
on the Hotel Parish were $742. In 1958 they are $5,200. During that 
time I compete with many tax-exempt organizations who take large 
groups of people, who have no membership, who feed them, and ‘it 
makes it pretty tough to compete. I believe that is all I have in this 
statement. If you folks have any questions, I would be glad to answer 
them. 

Senator Scuorpren. Senator Bible. 

Senator Briere. I think that was very fine, Mr. Chairman. I am 
intrigued by that increase in taxation. Is that on the same property 
that taxes were increased from $700 to $5,000 ? 

Mr. Parrisu. That is on the same property. I am talking about ad 
valorem tax. 

Senator Brste You are talking about straight-up ad valorem and 
personal property taxes ? 

Mr. Parrisn. That’s right. 

Senator Brrr. Is that the general increase of taxes in the Great 
Bend area ? 

Mr. Parris. It is a little more in this case than any others, but gen- 
erally there has been quite an increase. The town has doubled in popu- 
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lation almost in that time, and I believe eight new school buildings 
have been built which makes a terrific difference. 

Senator Brstz. Is that partly due to some defense impact or some 
installation that has come in military wise ? 

Mr. Parrisu. No. The military left there in 1946, and the airbase 
was closed down. 

Senator Brstz. I was rather startled at that increase. It looks some- 
thing like 8 to 1 in a period of less than 10 years. 

Mr. Parrisu. That’s correct. 

Senator Bratz. You comment upon the feature of reinvestment and, 
of course, we have heard considerable about that as one means of 
permitting the small-business man to retain sufficient capital to com- 
pete with larger business. Would you have any idea of how that 
should work? Should it be a fixed sum that should be deductible each 
year from your net income or would it be a percentage ? 

Mr. Parrisu. I would say a percentage of the net income if it is 
used again in the business. Now, it is tied so closely with this depre- 
ciation I think we would have to answer in that way. In depreciating 
the particular property I am talking about we depreciate it over 
a 3314-year period I believe at a rate of about $1,600 a month. Now, 
that $1,600 a month when it is used and running to 100-percent occu- 
pancy is a figure that is perfectly all right. If it was only running 
50-percent occupancy, it might be too high. But in neither case would 
the rising costs of construction and equipment and material relating 
to the rehabilitation of the hotel, it just will not do that. It used to 
do that. In fact, I started in this particular hotel building in 1938. 
Depreciationwise I could have money left over. You cannot do that 
any more. I believe that, if we had a percentage of that, if we retain 
it in the business for improvements, it would certainly be quite a relief 
to us. 

Senator Birnie. We have had that suggestion made many times, and 
I think it is worthy of a lot of consideration. Thank you, Mr. Parrish. 
I appreciate your testimony. 

a ScHorereL. Congressman Breeding, do you have any 
questions ? 

Congressman Breepine. Mr. Parrish, I appreciate your statement, 
and I enjoyed it very much. I am wondering, this plan of obtaining 
capital in the business of your hotel or in anyone’s business is a good 
suggestion, and would not that be also true for your farm or your 
agricultural industry ? 

Mr. Parrisu. It would. It would apply exactly the same way. I 
think our farming is a little tied with our hotel business. Whenever 
the farming is good the hotel occupancy is pretty good and vice versa. 
So much depends, of course, in our country on the income from agri- 
culture and oil, and those particular fields make up the occupancy 
Por of these small hotels I am talking about. The hotel in Pratt, 

cannot help but mention that, because that building was built in 
1930, operated all these years, and 2 or 3 times during that period 
of time it has been in distress the same as many other similar to it, 
all tied to the agricultural, the farm thing, Mr. Breeding, as you 
mentioned. If Mr. Elsen whom I purchased that from could have 
taken a lot of his earnings in the good years in Pratt with the airbase 
open and had been able to rehabilitate that in the lean years, I am sure 
that he probably would not have sold the hotel to me. 
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I do not like to use personalities here, and maybe I should have 
asked him whether I could do this, but I also want to state this, that 
the same thing has happened to so many of us out here that singling 
out one doesn’t mean any particular thing. 

Loanwise, the biggest thing that we have in the way of experience 
in these small businesses is a matter of real estate, taxes, a corporation, 
and interest. Whether you have 25 people in your hotel or 150 that 
factor has remained the same. I spent some time in Wichita this 
morning trying to negotiate a small business loan. I was informed, 
as I have been in many cases before, that small businesses are ver 

oor risks. Now, mes I haven’t given you exactly the cure, but 

lieve that I can prove the ailment, that even bankers and insurance 
companies are beginning to doubt the wisdom of loaning to these 
particular businesses even though they might have been in business 
for 20 or 25 years. That is the story I got only this morning. I 
think they need some relief. 

If you expect that they will keep on serving the community, and 
certainly the taxes paid by the 75 persons I employ are rather impor- 
tant to our service of the country as well as to the Government, if I 
failed there, I do not know what these 75 people would do. ‘There are 
no other particular industries, and I am sure this is happening in our 
business all over the western two-thirds of this State. So, some relief 
of some kind is very important to the business of this country. 

Congressman Breepine. You remarked about the increase in taxes 
in the past 10 years. Your farmland taxes have had approximately 
the same percentage of increase as your hotels; is that true ? 

Mr. Parrisu. No, not my farmland. It has increased about three 
times in this period but not as much as the hotels have, the particular 
reason being that the hotel sets in the heart of the downtown area, and 
in the school districts that have built all the new school buildings, 
while my children go to a country school, it is 60 years old, so the taxes 
that I pay to buy the new schools I do not use. 

Congressman Brerprne. I am awfully happy to hear you say that 
since lama farmer myself. I know that the tax in my county on real 
estate and farmland has gone up between 5 and 8 percent in the same 
period of time. So, certainly farmers are in trouble taxwise and 
small businesswise the same as the small-business people. 

Mr. Parrisu. I think, Mr. Breeding, that the price of the end prod- 
uct there is the same as the end product in hotel rooms and food. It 
seems that they don’t go up along with it or you cannot get them up 
along with it. . 

Congressman Breepine. Thank you, Mr. Chairman. 

Senator Scuorrret. Mr. Parrish, most of these taxes that you refer 
to out there, of course, are taxes that are local in nature; is that 
correct ? 

Mr. Parrisu. That’s correct. 

Senator Scuorrret. Largely based upon the improvement that is 
necessary in relation to the new change of mode of life for the in- 
creased population and all of those related matters; isn’t that true? 

Mr. Parrisu. That’s correct. The hotel room of 25 years ago is not 
attractive to the man of 1958 who wants to stay there. So, we do 
have to make these improvements or we are lost. 

Senator Scuorrret. Hence, the need of some type of a buffer by 
way of readjustment taxwise? 
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Mr. Parrisu. Some type of a buffer taxwise here would help, and, 
of course, this is outside of the jurisdiction of this gathering, but some 
type of small loans to small businesses would be a great thing. Now, 
I think that many hotel owners as I have, have romanced the chance 
of small business loans, and I guess our business is too small to come 
within the category of small business, because none that I have any- 
thing to do with have ever gotten anything from that source, and I 
know it has been tried by a number of your fr riends and mine out in that 
community. 

Senator Scnorrre:. Any other questions any of you desire to ask? 
Thank you very much. It is nice to have you come here and give us 
the benefit of your views. The next speaker will be Mr. Frank 
Symonds, of the Service Station Supply Co., of Wichita. Give us 
your name and business for the reporter and the record here. 


STATEMENT OF FRANK A. SYMONDS, OPERATOR OF SERVICE 
STATION SUPPLY CO., WICHITA, KANS. 


Mr. Symonps. My name is Frank Symonds, and I operate a busi- 
ness under the name of the Service Station Supply Co. I want to 
apologize for the briefness of this report. I do not have this in 
quite enough detail. 

Senator Scuorrret. Mr. Symonds, might I offer this suggestion 
subject, however, to how you want to handle it. If you care toelaborate 
on what you say here later by including an additional amended state- 
ment or additional statement in writing, you can do that within 2 
weeks, and it will become a part of this record. 

Mr. Symonps. I own and operate my own small business which is 
engaged in supplying and servicing the oil marketing, aircraft, and 
the industrial industries of Kansas. 

I believe to give the best testimony I will give a slight history of my 
business. I started my business with my own savings in the year 
1935, and for several years the business grew and pr ospered. I worked 
from 70 to 80 hours per week and thought nothing of overtime. After 
taking out a very modest living for my family, the balance was put 
back into the business, and by this method in 10 years I built up from 
1,500 square feet of floor space to 7,500 square feet, and from 2 em- 
ployees to 15 employees, and from 20 customers to 150 customers, 
which I was serving. The incentive was there and I had visions of 
building a business that could serve 500 customers. Then, unfortu- 
nately, the incentive and capital were removed by heavy Federal taxa- 
tion and I was faced with the fact that I would be fortunate indeed 
if I could retain and hold the business and the assets which I had. 

Now, after more than 10 years of operating a small business under 
Federal taxation, I have come to the conclusion that in its present 
form the impact on small business is: (a@) It destroys incentive; (0) 
it depletes operating capital and reserves; (c) it imposes unusual 
recordkeeping and accounting expenses; (d@) it fails to provide the 
owner of a small business any remuneration for his services that are 
business deductible; (e) it does not allow the owner of a small busi- 
ness any provisions for retirement or pension; (f) it imposes an es- 
tate tax on his widow and family which must be paid in cash in a 
lump sum, and may cause liquidation of the business and unneces- 
sary losses. 
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I do not believe that I am qualified to recommend to the committee 
the proper method of correcting any of the above, but if I were to 
pick 2 of them as being of more importance than the others, I would 
choose the last 2. I believe that if some w ay could be found that the 
owner of a small business could prepare for his retirement or pen- 
sion, and that some means of property payment or installments 
could be arranged for payment of his estate tax, it would remove 
much of the uncertainty in running a small business and thus pre- 
vent many needless small-business liquidations. 

I believe that I am an average American citizen. I support my 
city and State charities, chamber of commerce, and other worthwhile 
civic and State projects. I pay my taxes and go to the polls reg- 
ularly, and through the oper: ation of my small business I furnish the 
means of prov iding an income for 15 families. The very thought of 
closing my business and liquidating it is extremely distasteful to me, 
but under the present Federal tax laws it may become the only way 
that I have to provide for my retirement and the continued support 
of my family. Gentlemen, that is the extent of my statement at this 
time. 

Senator Scnorrret. Mr. Symonds, that is a very excellent state- 
ment and analysis of the situation. We are very appreciative of 
having it from you. Senator Bible. 

Senator Brnte. I agree with you, Mr. Chairman. I think this is 
a very effective st itement, and I think you have hit right at the nub 
of the controversy we have had. 

Senator Scuorrret. Congressman Breeding. 

Congressman Breeprne. I appreciate the gentleman’s remarks and 
have no questions. 

Senator Scuorrret. Does counsel have any questions? Thank you 
very much. The next speaker is Robert D. Love, vice president of 
the Love Box Company of Wichita. We will be glad to hear from 
you, sir. 


STATEMENT OF ROBERT D. LOVE, VICE PRESIDENT AND MANAGER, 
LOVE BOX CO., INC., WICHITA, KANS. 


Mr. Love. Senator Schoeppel, my name is Robert D. Love. I am 
vice president and general manager of the Love Box Co., Inc., inci- 
dentally the only vice president we have. We manufacture wood 
boxes, corrugated boxes, and wood cleated boxes for manufacturing 
industry and also for wood products and many other items. 

In considering the business of this Select Committee on Small 
Business as it pert: ains to taxes, I would like to make the following 
statement: The Federal tax structure as it is now in effect has a 
very definite relationship to the small-business man as well as all 
other segments of the economy. I would like to preface my _re- 
marks by saying that I firmly believe if we are serious in a tax reduc- 
tion that an overall reduction in ‘ate rather than one in favor of any 
particular segment of the economy is the wisest direction to go. This, 
you might say, is fairly inconsistent on my part, due to the fact that 
we only employ about 80 people and have 2 plants, 1 in Wichita, and 
1 in Dayton, Ohio. 

The present tax structure does have an effect on us as small-business 
men, but I still firmly believe that if we are to achieve this tax 
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reduction, that all segments of the economy should be given relief, 
not just the small-business man. At the present time, tax rates affect 
us as small business for the reason that we are unable to accumulate 
the capital necessary to expand as fast as we might. The reason for 
expansion with a small company like ours is because of the service 
and design engineering functions that we can perform for our cus- 
tomers that the bigger companies in the same industry cannot or will 
not do in a great many cases. In other words, we are very flexible 
and can provide special services for special problems and these are 
of a nature the larger companies find impossible to set out in standard 
operating procedures. Therefore, even with a price advantage of 
‘hair own paper mills and the fact that they have many plants, they 
still cannot take away from us the business that we have on a service 
and design basis. 

However, if we had an overall tax cut, it would benefit us as small 
business much more than it would the large one and for this reason: 
Our business, though unincorporated, is owned by only 3 or 4 people. 
Therefore, the income is taxed rather heavily, due to the fact that 
the profits are involved with such a few in number. In the larger 
companies the profits are split among thousands of stockholders and 
the tax take is probably not as large. With a tax reduction straight 
across the board for individual, corporation, and otherwise, we would 
be able to maintain and expand the services we now offer to our 
customers. 

We would also be able to keep a little more of our profit dollar in 
order to expand. Because many of us are young small-business men 
and are in the prime of life at the present time, we are unable to 
accumulate large holdings which can be depreciated over a great many 
years and provide additional tax relief. The larger companies in a 
great many cases are older and have accumulated tremendous reserves, 
which they can still use. The reserves as such are not taxed and never 
will be. They are well deserved profits earned properly and they 
are using them for expansion, which is the purpose for which they 
were intended. However, if we as small-business men are ever ex- 
pected to grow and compete on a toe-to-toe basis, then we must be 
allowed to accumulate enough capital in order to make our invest- 
ments bigger and therefore provide for the needs of our growing 
young companies. 

As previously mentioned, large companies even with a tax reduction, 
would not be able to take our business from us. As I see it, with a 
tax reduction the larger companies would have to (1) increase their 
dividends, which means more taxes because of dividend payments, 
or (2), decrease their prices, because they would no longer have to 
earn $2 in order to get $1, and, of course, a decrease in price means 
that more items become available to all of us because our purchasing 
power goes up. As the paper mills reduce their paper prices because 
of tax cuts, our prices on raw materials would also be reduced a com- 
mensurate amount. We will, therefore, maintain the exact same posi- 
tion in the market as far as the costs of our materials are concerned. 
Then the services and engineering ability we have would come into 
play, and we would be able to secure additional business because we 
would have the necessary money with which to expand. 
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We must have some way to finance our growth based on savings 
rather than borrowing. In a small business we cannot afford to ex- 
pand on borrowed money, due to interest rates. Small businesses have 
small organizations and growth must be based on what is available 
in the immediate future or saved from the past, rather than looking 
down the road 25 or 30 years. In larger companies, the responsibility 
of management is spread over many. In small companies, it is the 
responsibility of afew. When you go to borrow money for expansion 
in a small business, you must be in pretty good health in addition to 
many other things, plus the fact that I have always been taught by 
my elders that “money is for lending and not for borrowing.” 

There has always been a lot of squawk that the small-business man 
cannot compete with the big one. There is some merit in this talk, 
but the real secret to us as small business being able to compete with 
the large ones in the long run is that we must have a tax reduction 
in order to become larger. If we were able to accumulate the neces- 

sary capital with which to keep our plants modern and not in debt, 

because debt is a burden whether it be private or public, then we could 
compete with them fairly. Giving the big companies the advantage 
of raw materials sources and their own paper mills, there are still 
plenty of sources for the small-business man to buy as competitive as 
the big companies’ own production. However, if we continue to ask 
the Congress and our elected representatives for a little bit here 
and a little bit ther e, I feel as though we are in a position of begging. 
The answer is not to cut a few branches off the tree, the problem is 
to get at the base of the situation and that is excessive tax rates. 

As much as it pains me, I would accept the graduated tax as it is 
now on the books and ask that we attack this problem on an overall 
rate-reduction basis. If you will leave more money with us, the tax 
base will be broadened by the fact that we will spend money we have 
left for expansion and for development of new ideas and services 
which we are unable to provide at the present time. We are also 
reluctant as small companies to do much research, because we do not 
have the capital with which to provide this very necessary part of our 
business. 

However, I can cite to you several examples today of research being 
done by small businesses and after it is partially done the idea being 

taken over by the big companies and exploited to its fullest. This 
is simply because the smaller companies did not have the necessary 
capital to do the job. 

I firmly believe the Federal Government’s needs in tax collection 
would be ‘adequate if we had a very orderly reduction in taxes during 
the next 5 years. It should be a well- planned program and put into 
effect with the necessary safeguards to keep the country sound financi- 
ally. We did not get into “this high tax rate problem in a short 
period—we will not get out of it all in one jump. . It must, therefore, 
be a very orderly reduction over a period of several years. An overall- 

‘ate reduction is very sound for another reason. It will help to keep 
the pressure off of you as elected representatives from one economic 
group or another. You can say you are treating all segments of the 
economy fairly. As you well know, when one economic group gets 
a favor, then the other group gangs up and goes after a favor that 
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good or better. This does not solve the problem, but merely keeps 
the public fighting among themselves. 

An overall tax reduction should have the support of everyone, espe- 
cially if it is proportionate in each bracket. This kind of tax reduc- 
tion will be the answer in the final analysis, because it will be fair to 
all segments of the economy. It will help to put more money back 
into the hands of the taxpayer, which will in turn provide more pro- 
duction facilities and services and make a better standard of living 
for all of us. It will also provide a broader tax base, which will also 
take care of the needs of our Federal Government in defense and other 
departments. 

The time has come for real tax reform even with the impact of the 
Russian sputnik. We cannot win a war with the mere expenditure of 
money and neither can we spend enough to regain our lead over the 
advances in science. These things come from organization and from 
the atmosphere of free enterprise in the long run. How long do you 
think the younger people of this country will continue to have ‘the 
incentive fo take a risk when the gamble is not worth it because of 
excessive tax rates? The tax bill as introduced by Representative 
Sadlak and Representative Herlong, is a tax reform of the kind I am 
speaking. It will give to the country the feeling that taxes will not 
increase forever without some chance for a real reform. We must 
create the atmosphere of a responsible government taking the lead in 
a long overdue tax reform. 

I have a very short statement from the Wichita Chamber of Com- 
merce which I might read if the committee would so allow. 

Senator Scuorpren. I think it would be all right at this time, Mr. 


Love. 


STATEMENT OF WICHITA CHAMBER OF COMMERCE, READ BY 
ROBERT D. LOVE, VICE PRESIDENT AND GENERAL MANAGER, 
LOVE BOX CO., INC., WICHITA, KANS. 


Mr. Love. The Wichita Chamber of Commerce has instructed me, 
Robert D. Love, a member, and vice president of the Love Box Co., 
to enter an appearance on its behalf and to make the following brief 
statement of its position: 

In Wichita there are not more than 3 or 4 corporations that could 
properly be classified as big business. Therefore, the overwhelming 
majority of the 3,600 members of the Wichita Chamber of Commerce 
properly fall within the classification of small business. 

The severity and weight of Federal income-tax collections constitute 
one of the most serious problems of the little-business man. The prob- 
lem is not peculiar to the little-business man but is equally burdensome 
to people in every walk of life, including the wage earner and salaried 
worker. A reduction in Federal income-tax rates is long overdue. No 
one segment of the economy should be singled out for preferential 
treatment in this respect. Since the depression years, income-tax rates 
have been increased several times and they have been increasing for 
everyone. Any decrease in the Federal-tax burden should likewise 
apply to everyone. 

The Wichita Chamber of Commerce favors some such program of 
tax reduction as that embodied in the Sadlak-Herlong bill. It does 
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not favor a graduated income tax upon corporations. Such a grad- 
uated income tax would be discriminatory and unfair because, m the 
final analysis, the tax burden falls upon individual persons, not upon 
impersonal corporate entities. It is the owner of a corporation who 
is deprived of the money that goes to the tax collector. Efforts to 
impose graduated taxes upon corporations in accordance with the size 
of the earnings of such corporations will be very unjust. Under 
such a system preferential treatment would be given to a “big” owner 
of a “small business,” while at the same time penalizing a “small” 
owner of a “big business.” 

Big businesses are usually corporations whose shares, evidencing 
ow nership, are listed on the stock exchanges, and such shares constitute 
one of the very few investment mediums for the widow, the wage 

sarner and the salaried worker. . Some of the larger corporations are 
owned by literally thousands of persons whose ‘entire accumulated 
savings may be invested in such securities. A so-called small busi- 
ness might, on the contrary, be owned almost entirely by one person 
who might be counted a wealthy man in his community. 

We believe that any proposal for the reduction of Federal income 
taxes should be universal in its application and should apply to every 
American taxpayer. 

Senator ScHorrreL. Thank you, Mr. Love. Senator Bible. 

Senator Brete. No questions except I am wondering if you have any 
idea what the percentage of tax reduction should be in accomplishing 
the objective that you set up here. 

Mr. Love. As contained in the Sadlak-Herlong bill percentages are 
certainly important for the long pull, but I think to establish the 
prince iple that to allow our partic cular growth to broaden the tax base 
and bring in more money is a big item, , because as the economy grows 
at the rate of about three to four billion dollars a year we are finding in 
business that our Government does not hold its expenditures but merely 
finds places to spend this money and maybe rightly so in a great many 

vases, but I would say as to specifics that the basic tax rate of 20 per- 

cent be reduced over a period of 5 to 9 years with adequate safeguards 
so there is no deficit financing to 15 percent. You gentlemen are well 
aware that of that 20 percent basic rate 83 percent of the tax money 
received on income taxes comes from that rate. Twenty-seven billion 
dollars out of $33 billion comes from the first 20 percent. 

We are going to say to our citizens, “We are going to give you 1 
percent per year which actually represents 5 percent per year on the 
total tax. We are also going to bring some of the top rates down, 
but, more important, the big tax reduction still winds up for the 
average citizen.” 

Senator Brste. That would be 1 percent per year for 5 years ? 

Mr. Love. Yes, and, if the Government saw there was a definite need, 
there should be adequate safeguards within the bill to take care of 
the situation so that under no circumstance do we have any deficit 
financing. 

Senator Bieter. I think we would like to be in a position to indicate 
to you that in the next year or the next 3 or 4 years there was some 
possibility of a tax cut. I think we had some hope of that, but per- 
sonally I think the possibility of a tax cut in the immediate fiscal 
year is rather remote. We have to face the fact that we are going 
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to have some increased defense expenditures, and we don’t know ex- 
actly what those costs are. 

Mr. Love. I think you can adequately defend that position, and I 
would not belabor the subject at all. However, I do believe with a 
normal growth this great American economy and the know-how and 
the shade-tree mechanic ability of our businessman this economy will 
grow enough to give you all the additional tax money you need by 
also giving us a tax reduction and giving us a little encouragement to 
go ahead. 

I might pet cite one small example. It happens to concern me 
eens vecause I went to Ohio to take over a company which was 

ankrupt. We didn’t let it go into bankruptcy because we wanted 
to preserve the name plus the fact that we have a fine credit rating 
here, and we have tried to protect that over the years. So, we agreed 
to pay off the indebtedness of this company which we are doing, but 
the company needs now after 2 years’ operation and 2 profitable 
years, the company needs equity capital. The bankers say, “That is 
fine. You have a fine company here in Wichita. If you want all 
these people here in Wichita, if they will back you up personally, 
we will loan you the money.” 

Here I am going to Ohio to borrow money for a small company. 
The bankers don’t know me too well, and I need equity capital. If 
I sell the equity capital, I have lost the company. We have property 
but it now needs the capital with which to expand, so, I am being 
put to the test right now. I have got to go back to the Small Busi- 
ness Administration and borrow back some of my tax money at in- 
terest. It is just that simple. We paid the taxes in Wichita on the 
operations we have here. 

Senator Breve. I understand the point you are making. I think 
you have made a very fine presentation, Mr. Love. 

Mr. Love. I think one other little thing I would like to mention is 
the fact that there has been some mention here of graduated taxes on 
corporations. I think to establish the principle would be very bad 
plus the fact that, if anybody is under the impression that that will 
alleviate the problem for the small-business man, I think they are 
mistaken, because 84 percent of the small businesses are unincorpo- 
rated. The real problem is in individual tax rates. 

Senator Brste. That is where you are suggesting reduction of 1 
percent for each of the next 5 years? 

Mr. Love. Yes. Another small item is that we make too many de- 
cisions of what it will do to us taxwise instead of what are the eco- 
nomic consequences. I hate to see all these tax experts here testify, 
because I have to go to them to ask questions too, and I think that, 
if we are smart enough to run our business, we should not have to be 
running to these people for tax advice all the time. We have got 
this thing so complicated that we have to. If the rates are reduced, 
it will minimize every other problem we have, every single problem. 
It won’t solve them, but it will minimize them. 

Congressman Breepine. I ee and I am sure all members 
of the committee do, your overall picture of the situation. I have no 
questions. 

Senator Scnorrret. Thank you, Mr. Love. The next speaker is 
Mr. J. Russell Clark, president of the White Star Machinery & Sup- 
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ply Co., Inc., of Wichita. Mr. Clark, we are glad to hear from you, 
slr. 


STATEMENT OF J. RUSSELL CLARK, PRESIDENT, WHITE STAR 
MACHINERY & SUPPLY CO., INC., WICHITA, KANS. 


Mr. Cuark. Thank you. I am glad to be here. My name is J. 
Russell Clark. I am president of the White Star Machinery & Sup- 
ply Co., Inc., of Wichita, Kans. My company is a small-business con- 
cern by any definition. We distribute machine tools, industrial 
equipment, woodworking machinery, and machinery for general 
building contractors and roadbuilders. 

The present tax structure is particularly detrimental to small busi- 
ness because small business cannot retain, after payment of taxes, 
enough of its earnings to (1) cover the increased costs of inventory, 
(2) a reasonable return on investment, and (3) expand in direct rela- 
tion to the national economy. 

The United States Senate Select Committee on Small Business in 
your 1953 report on tax problems of small business (S. Rept. 442, 
83d Cong., Ist sess.) recognized that next to the repeal of the excess- 
profits tax, a revision in depreciation policy and practices was the 
most pressing tax problem of small business. The excess-profits tax 
has gone, but the depreciation problem remains despite the additional 
methods of depreciation which are now permitted under the Internal 
Revenue Code of 1954. 

At the present time, the problem is mainly one of obsolescence. 
Machinery technology is advancing at an unprecedented rate, and 
machines built yesterday are rapidly becoming obsolete. The present 
rate of obsolescence is well known to every buyer of machinery. 
However, under the existing law and regulations the Internal Reve- 
nue Service does not give it sufficient recognition. 

Senator ScuorrreL. Might I interrupt you there to ask a question ? 

Mr. Cuark. Yes, sir. 

Senator ScuorrreL. In your experience do you find that it is a 
result of the existing law or the result of the regulations by the In- 
ternal Revenue Service that you do not get proper recognition ? 

Mr. CxarK. I would say that the bulk of it is probably the way the 
law is administered by the local office. There is no set pattern. 
The Commissioner refuses time after time to make a set ruling on 
different phases regarding depreciation on capital equipment, and it 
becomes a dogfight with your local agent every time, and, if he is 
pretty stiff-necked, you are in bad shape. 

Senator ScHorrre.. In other wie they were taking and would 
naturally and logically take, the position they were within the law 
when they established some of these regulations ¢ 

Mr. Cuark. Yes. Let’s go back. First of all, Bulletin F is so obso- 
lete it should never be talked about. It should not be recognized at 
all, but that is the only basis for the local agents. In behalf of the 
local agent as long as Bulletin F is on the schedule he has his obligation 
to somewhat stay to that, but with ery advances and technolog- 
ical advances today Bulletin F is too far obsolete to be of any prac- 
tical value and, yet, that is the basis we work under, so, the law has to 
be changed in my opinion, Senator, insofar as Bulletin F is concerned, 
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and I think, if you will let me go on with my statement, I will bring 
that out, and, if you have any other questions, I will be happy to discuss 
that. 

Senator ScHorpret. We will be happy to have your views on that, 
Mr. Clark. 

Mr. Cuarx. According to their present practice, revenue agents are 
inclined to set depreciation rates according to the taxpayer’s historical 
Seren. pattern. An agent will look back 5 5, 10, 15, 20, and even 

ears to see how a taxpayer has handled his machinery accounts, 
aut of course, he will find almost without exception that in the 1930's 
and 1940's taxpayers kept and used their machines a very long time. 
From this historical fact, the agent concludes that taxpayers will keep 
and use modern machinery for as long as they have previously and 
so sets depreciation rates accordingly. Then, when a taxpayer chal- 
lenges this completely untenable conclusion, ‘the agent will tell him 
that he must prove conclusively that his equipment will become obsolete 
in a shorter space of time. 

Now large taxpayers, such as the great automotive companies, 
have the resources to challenge an agent in this kind of case and, if 
necessary, to take him to court. But small-business concerns are vir- 
tually helpless. Many do not realize that they are being imposed upon. 
Others understand the imposition but are unable to afford the time, 
trouble, and money that would be required to do anything about it. 
So, they go on depreciating their equipment at unrealistic: ally low 
rates, and | they fail to build up depreciation reserves that are adequate 
for replacement when it is most needed. 

At a machinery dealers’ meeting, I heard some speaker say that the 
reason Germany built so fast and so effectively, industrially, before 
World War II was because in 1933, immediately when Hitler came 
into power, he abolished all amortization schedules on capital equip- 
ment for income-tax purposes, and all depreciation deductions were 
at the discretion of the taxpayer. I very much favor this. 

Mr. Erickson. May I interrupt just a moment? It was pointed out 
to the committee in San Francisco, and it may be of interest, that the 
same policy has been followed by Germany since World War II, and 
many people feel that that, or at least it was suggested 

Mr. CriarK. It is still being done. 

Mr. Erickson. That is one of the reasons that Germany was able 
to build up so fast from World War IT. 

Mr. CrarK. In the postwar period. Well, Germany’s current rate 
of imports into the United States on capital equipment is terriffic. 
The first 6 months of this year, on machine tools alone, they delivered 
about 110 percent of what they delivered all of 1956 and almost 5 
times the rate of last year, and each year it is growing tremendously. 
Mr. Erickson, I strongly favor a system of the taxpayer having in his 
discretion amortization. However, if the taxpayer having full dis- 
cretion on amortization goes too far from bulletin F, I would like to 
have a bracket approach to the problem proving out obsolescence. 

A bracket of 7 to 10 years in the case of machine tools, and a bracket 
of 3 to 5 years for construction machinery. Then, when companies 
employ useful lives within the bracket in establishing the depreciation 

rates, no revenue agent should be allowed to challenge them. Com- 
panies, of course, could use longer lives if they chose, and they could 
also use shorter lives, provided they met the burden of showing that 
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shorter lives are reasonable. In cases where lives shorter than the 
bracket are employed, I do not think revenue agents should be per- 
mitted to challenge them simply because the taxpayer used longer 
lives in earlier history of the company. The fundamental point to 
remember in dealing with depreciation is that history is not repeating 
itself. ‘The depreci: ation and replacement practices of 10 and 20 years 
ago have absolutely no present significance. We are moving, tech- 
nologically, far too rapidly for that. Machinery of today is sto ma- 
chinery of 10 or 20 years ago as the model T is to sputnik. 

There is no incentive for a taxpayer to choose a depreciation sched- 

ule shorter than the actual useful life of the machine. If chargeoffs 
are taken faster than the actual useful life of the machine, it would 
reduce taxes during the excessive chargeoffs, but, when the machine 
was completely char ged off and was still being used, the income then 
would become greater and, in case of individual rates, the taxpayer 
could find himself in a higher tax bracket. 

If depreciation schedules for tax purposes were at the discretion of 
the taxpayer or the bracket approach were adopted by the Internal 
Revenue Service or written into law, there would be an end to most of 
the costly and time-consuming controversies over depreciation. 
Small companies would be on an equal footing with larger companies, 
and would be able to build up more nearly adequate depreciation 
reserves with which to maintain their facilities at a high level of 
productivity and efficiency. 

Mr. Erickson. If you could gain that suggestion that you are mak- 
ing, would you be willing to give up the capital-gains treatment on the 
sale of equipment ? 

Mr. Crark. Yes, Mr. Erickson. I think that would probably be 
necessary to go along with it, because the only advantage in charging 
off equipment faster than its actual useful life would be to gain a 
long-term, capital- gains provision on when the equipment was finally 
disposed of. 

Mr. Erickson. That is the only weakness in the one which the 
Internal Revenue Service points up. I won’t say the only weakness, 
but the one that is pointed up most often. We have found that the 
businessmen have all been willing to sacrifice or willing to give up 
that advantage of getting capital-gains treatment. 

Mr. Ciarx. I think that should be a part of it. 

Mr. Ertcxson. Thank you. Senator Schoeppel, does that answer 
your question ¢ 

Senator Scuorrren. Yes. 

Mr. CrarK. The present high Federal taxes fall much more heavily 
on small businesses than on the larger concerns. Large companies, 
generally, are able to supply their equity -capital requirements from 

retained earnings supplemented by issuance of securities in the capital 
market. Small businesses do not have the same access to the capital 
markets, and, as a result, are limited to retained earnings as the sole 
source of equity capital. It is then obvious that the ‘present high 
Federal taxes do fail much more heavily on small businesses than on 
the larger concerns. 

I think any tax-relief program should deal with all legal forms of 
business—corporations, individual proprietorships, and partnerships, 
and should be nondiscriminatory and apply to small and large com- 
panies alike. 

97385—-58—pt. 3——10 
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I would propose, in the case of corporations, that the normal tax 
be substantially reduced or the surtax exemption be increased; per- 
haps a combination of the two. Reducing the normal tax would make 
a saving for all corporations, but would be especially helpful to the 
very small corporations. Increasing the surtax exemption would 
mean the same saving for large corporations, but would extend the 
help to the small- and medium-sized corporations. 

or the unincorporated and individuals, I would propose that all 
levels of tax rates be reduced somewhat and that the maximum rate 
of tax be limited to 60 or 65 percent. 

Statements quoted in the next seven paragraphs were taken from 
an article in Collier’s magazine dated March 30, 1956, which was 
written by Stanley S. Surrey, who was tax legislative counsel to the 
United States Treasury Department from 1942 to 1947 and special 
counsel to the House subcommittee during 1951-52. 

Reducing taxes may not leave enough revenue to finance our Gov- 
ernment, which brings me to another point I would like to discuss. 
I understand that 85 percent of all small business is unincorporated, 
so, for now, let’s talk only about individual rates. 

From personal incomes the Federal Government today takes in- 
come taxes of approximately $32 billion. No matter what arrange- 
ment is made as to who pays how much, the Government must get 
that $32 billion to pay its present bills. If someone, somehow, es- 
capes his burden, or even a portion of it, someone else must pay up 
for him. Every time Congress exempts a special group from the 
income tax, or a portion of it, the tax load becomes heavier for the 
rest of us. 

Already a number of individuals have been shorn almost completely 
of their tax burden, I would propose that all tax shelters for spe- 
cial groups be eliminated. I refer to the exemptions on oil royalties 
of 2714 percent, and, incidentally, oil-property investors may also 
deduct about 80 percent of the cost of drilling a.new well, even though 
the well may be an income-producing success. I refer, also, to ura- 
nium of 23 percent, and many other minerals of 15 percent. Also of 
such shelters as stock-market investors limited to 25-percent tax by 
classifying it capital gains, and executive stock option offered em- 
ployees of corporations. 

Congressional hearings have disclosed that there has been an indi- 
vidual with a $14 million income from 1943 through 1947 where only 
$80,000 in taxes were paid during that period—a rate of less than 
six tenths of 1 percent. Ten other individuals, with a combined in- 
come of $62 million during the same period paid a total of only $14 
million in taxes—an average rate of 2214 percent for the group. 

Each of these individuals simply took advantage of special provi- 
sions in the tax laws. Yet all of them, according to the tax tables, 
had sufficient income to be taxed above 90 percent for those years. 
I wish Congress would look upon our type of business as sympa- 
thetically. 

If individual top rates were limited to 60 percent, the revenue loss 
according to Treasury Department figures, would be $461 million. 
Revenue lost because of the tax shelters mentioned exceed this amount. 

Gentlemen, I would like to say a few words concerning the tax 
exemption given cooperatives. Cooperatives are nontaxable and yet 
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in many instances they are competing against others who must pay 
income taxes. 

Individuals that wish to cooperate with others in an effort to better 
dispose of their basic commodities—unprocessed—or to enhance their 
buying and procurement of commodities and materials in which they 
themselves are the end user, I can find very little fault with such 
cooperation even though it is tax-exempt. However, when co-ops 
start processing, in competition to other processors who must pay 
income taxes, or buy commodities for resale to nonmembers of their 
co-op in competition to other businessmen who must pay income taxes, 
then, they, the co-ops, should be taxed the same as their competitors. 

Again let me say small business has a problem of retaining enough 
of their earnings, because of income taxes, to meet the demands of 
increased costs of inventories, a reasonable return on their invest- 
ment and expand in direct relation to the national economy. Be- 
cause co-ops do not pay taxes, they can retain all of their earnings 
and therefore have better financial facilities to constantly increase 
their position with competitive businesses. This is very unfair to us 
small-business men. 

Senator Scnorrren. Thank you very much, Mr. Clark. 

Senator Bible. 

Senator Biste. No questions. I think that was a very splendid 
presentation. 

Senator ScnHorrreLt. Congressman Breeding. Does the staff have 
questions? Thank you very much, Mr. Clark, for that very fine paper. 

Senator Breiz. Simply for the record I would like to ask Mr. Clark 
how many people were employed by his White Star Machinery Co. 
I neglected to ask that, and I do not think it is in your statement. 

Mr. Ciark. Thirty-two. 

Senator Scuorrret. I do not believe that was in the record. Mr. 
Glenn W. McCarty is next. 


STATEMENT OF GLENN W. McCARTY, PRESIDENT AND MANAGER, 
AVIATION ELECTRONICS, WICHITA, KANS. 


Mr. McCarry. I am president and general manager of Aviation 
Electronics, also of Amrico Electric, and Rocket Missiles, three corpo- 
rations located in Wichita. Our primary work is the repair and over- 
all supervision of electronic equipment, radio, radar, and all accessories 
to the Air Force. We have divided Aviation Electronics into two 
divisions, one for repair and modification, the other for manufacturing 
of equipment for the Air Force and Government agencies. It was in- 
corporated in 1954. Today we have around 100 employees. In 1957 
our sales ran well over a million dollars. 

I have compiled all of these remarks as I have attended many of 
the Small Business Administration’s workshops throughout the United 
States in the last 2 years, including the President’s Conference for 
Research and Development. As of these remarks that I have to make 
it is as a result of talking to several hundred executives like myself 
at these Small Business Administration workshops like we are having 
here today. 

The remarks I have, The Impact of Federal Taxation on Small 
Business, are as follows: 
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We of small business realize that there are times that high tax 
rates are necessary for the security and welfare of our Nation. The 
feet Federal income-tax structure prevents rapid growth of small 

usinesses, whereas the large companies have attained their growth, 
for the most part, in periods of low tax rates. 

Is tax relief necessary? From a small corporation’s point of view 
the answer is a resounding “Yes.” Some form of tax assistance is 
necessary in order for the small business to maintain a competitive 
position. The small business must be enabled to develop a product of 
their own to sell on a competitive market. 

Special relief for small business would provide funds for (1) re- 
search and development; (2) a reserve to carry over slack periods; 
and (3) provide operating capital while loans are in process. 

I have appraised the following small business tax relief possibilities: 
No. 1. Permitting estate taxes to be paid in installments over a period 
of years. This alone would save many small businesses from disrup- 
tion and possible death. At this point I have a comment to make 
which is not in the record. This will be submitted later.© The pres- 
ent estate tax affects all small businesses whether they are copartner- 
ships or proprietorships. In most cases the president and general 
manager has invested most of his assets into the business. The min- 
ute he passes out of the picture the creditors want their money, along 
with the Government, which has to be paid within 12 or 15 months. 
In most cases the estate loses control, and most of the time they are 
folded. 

For example, a drilling contractor in western Kansas, the estate had 
to sell 320 acres of their land for quick sale. The land did not bring 
what it would if there had been more time. They lost the land along 
with the revenue. Another example of that is a gasoline-transport 
company. The bulk of the estate was invested in trucks and equip- 
ment and low on cash in the bank. As a result they had to sell their 
rolling stock and were forced out of business. The same has been 
true with machine shops and manufacturers where they had to sell 
the best equipment to pay the taxes. The results are generally the 
same. After talking to several hundred small-business executives 
they do not complain about paying $32,750 on a $200,000 estate, or 
$62,500 on a $300,000 estate, but they do want relief to be spread over 
a 10-year period at a normal rate of interest. 

2. Permitting partnerships and proprietorships to be taxed as 
corporations. This would definitely be a great saving to them. Be- 
‘ause we are a small corporation, this does not apply, and we have 
not given this too much consideration. 

On reviewing the other small corporations and companies many 
of the tax benefits allowed in the 1954 Internal Revenue Code are 
available to the executives of corporations but not to partners or sole 
proprietors. No. 1, the owners of a corporation may also become 
employees for tax purposes. The owners of a partnership or pro- 
prietorship are owners only. No. 2, the corporation as a separate 
entity is a taxpayer in its own right distinct from the stockholder or 
executive. 

3. Permitting taxpayers to use alternative methods of depreciation 
on used property. This would be a great help, as it would provide 





5 No further statement was received at the time this record went to press. 
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another means of immediate working capital. I might add at that 
point there that at these small- business meetings they could lose 
sight of what they were there for and taxes and labor would always 
enter into the picture, disrupting the meetings, and they get so far 
off they had one thing in mind—taxes. 

4. Permit a proprietor of an unincorporated business to be treated 
as an employee under qualified pension, profit-sharing, or stock-bonus 
plan. This, I believe, would be beneficial to the proprietor of a small 
anmness. 

Graduated corporate-tax rates would be beneficial to the small 
hesinés that is incorporated, if the total tax under this plan would 
be less than under the current tax laws. This would be one method 
that would provide the working capital that is essential for the 
progress of small business. 

6. Permit election of standard deductions for small business. ‘This 
would be very beneficial because this would provide for a certain per- 
cent of net profits that would go into a reserve for research and de- 
velopment and could be used for contingencies. 

7. Permit deductions for additional investments during tax year. 
This would be considered for unincorporated business which would 
not apply to our business. 

8. Increase exemption of corporate income subject to surtax. This 
is another means which would benefit the small business by increas- 
ing the working capital. 

9. Reduce corporate normal tax. As the law now stands, the cor- 
poration normal tax rate drops from 30 percent to 25 percent for 
taxable years beginning after June 30, 1958. Small business could 
use this reduction for the year of 1957. This reduction would speed 
the growth of the small business as it would give them capital to start 
research for the coming year. Management of small business has had 
to turn its thinking from tax consequences to obtaining contracts and 
keeping its plants working. It is time now to turn our thinking to 
tax consequences and how we of small business can stay in business 
and pay taxes, 

In conclusion it is the opinion of the writer that our Government is 
making some effort to help small business. Higher cost of living, 
coupled with higher local and State taxes, is helping to drive small 
business out of business. So, we of small business will have to have 
relief from Federal taxes if we are to remain a part of our national 
security. 

It appears to me that this committee is the hinge upon which small 
business is going to swing. We of small business hope that it is up 
and not down. I want to thank you gentlemen for this invitation to 
appear here before you today. 

Senator ScuorrreLt. Mr. McCarty, we are glad to have you here. 
As you probably know, there are a number of important bills that 
have been introduced in both Houses of Congress, some that directly 
touch on the many phases that have been discussed here and some 
of the suggestions ‘that have been incorporated in this series of hear- 
ings. Obviously, the Congress, the respective committees, are going 
to give those measures very earnest attention. It is pretty hard for 
anyone to predict what will eventually come out of each of those. 

The bills will have to run the gamut of the committees of zach of the 
respective House and Senate. Then, of course, there wiil be the 
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amendments offered, and all of those things. We do feel that this 
type of hearing over the country is worthwhile. Many bills are 
already in the Rabies of both Houses. From testimony of people 
such as you it does prove very helpful ev us as committee members who 
in our respective committee ca ree have to act and pass on many 
of these bills that are introduced. We do appreciate very much having 
your views in this respect. soi Bible. 

Senator Brste. No questions. I just want to acquiesce in your senti- 
ments, Senator Schoeppel. I would like to clear it up for the record, 
how many employees do your electronics companies employ ¢ 

Mr. McCarry. We have 104 employees in the 3 companies. 

Senator Brie. One hundred four employees in the 3 companies ? 

Mr. McCarry. Yes. 

Senator Biste. Thank you. 

Senator ScHorrre.. Congressman Breeding. 

Congressman Breepine. I want to thank you for your remarks, 
It was very enlightening. I think this meeting here today and the 
testimony that we have had here will certainly be enlightening to the 
committees in the House of Representatives, perhaps also in the Sen- 
ate. Ithank you for being here to testify. 

Mr. Erickson. No questions. 

Senator Scuorrret. The next speaker is Mr. C. B. Dolloff, trafic 
manager of the Coleman Co. 


STATEMENT OF C. G. DOLLOFF, TRAFFIC MANAGER, THE COLEMAN 
CO., WICHITA, KANS. 


Mr. Dotiorr. Honorable Chairman and distinguished visitors of 
this committee, my name is C. G. Dolloff. Iam traffic manager of the 
Coleman Co., 250 North St. Francis Street, Wichita, Kans. I am 
appearing here in opposition to the present transportation tax, which 
was originally intended as a wartime tax measure and also to discour- 
age unnecessary passenger travel. 

I realize that the Coleman Co. probably would not be classified as a 
small business, and, although my company feels that the tax is a burden 
on its operations, I am not here in any capacity formy company. Since 
I am a traffic manager for a national manufacturer, however, with 
transactions involving countless small businesses, our committee has 
selected me to appear here today to represent them and to urge your 
support in the repeal of this tax. 

f am a member of the traffic and transportation committee, which 
is under the auspices of the Wichita Chamber of Commerce. Our com- 
mittee is composed of representatives of large and small industries 
and functions as a civic-minded technical group of advisers in the field 
of transportation, keeping in mind always the interest of the entire 

ublic. This tax burden has been foremost in our minds almost from 
its inception, but, being such a small group compared with the entire 
country as a whole, we have realized that little could be done by us 
alone to obtain the necessary relief. When we received word that 
your committee would be here in Wichita to obtain our views on 
numerous problems confronting small business, we were anxious to 
avail ourselves of this opportunity to be heard. 
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No doubt your committee has been presented with cost: studies and 
statistics compiled by economists that show that the United States 
Treasury receives less money because of the tax than it would receive 
if the tax law was repealed. I am neither an economist nor a statis- 
tician, and I am not in any position to discuss those particular studies. 
I direct you, however, to the report made by Edward R. Jelsma, 
Director of the Commission’s Bureau of Transport Economists and 
Statistics, in the July 13, 1957, issue of the Traffic World, wherein he 
states that the Federal Government is actually losing $24 million an- 
nually. Whether or not our Government receives the true benefits of 
the tax is a question I am not prepared to answer. However, it should 
be remembered that it is deductible as an item of expense as additional 
costs of transportation. 

It is not the condition of the United States Treasury that is my direct 
concern here today. I urge the repeal of this law because of the unfair 
application of the tax and the method of collection. Small businesses 
pay more tax in proportion to the business conducted than do the larger 
corporations. For example, let’s assume that a small manufacturing 
company is in competition with a larger company here in Wichita, 
both using three basic raw materials in their products—plastic sheets, 
aluminum, and steel. For the purpose of this example, let’s assume 
that the vendors of these three commodities are located in Pittsburgh, 
Pa. The large shipper, because of his volume of business, his capital 
assets, and his storage facilities, is able to purchase in carload or truck- 
load lots, while the small shipper usually purchases his raw materials 
in less-than-carload lots. 

The truckload freight rate from Pittsburgh to Wichita on plastic 
sheets is $5.82 per hundredweight, aluminum is $2.33 per hundred- 
weight, and steel is $1.63 per hundredweight. The less-than-truckload 
rates are $9.41, $4.06, aa $2.44, respectively. Thus, on plastic sheets 
the larger shipper pays 17 cents tax per hundredweight, while the 
small shipper must pay 28 cents tax per hundredweight. On the 
aluminum the large shipper would pay 7 cents tax per hundredweight, 
while the small shipper would pay 12 cents tax per hundredweight. 
The large shipper would pay 5 cents tax per hundredweight on the 
steel while the small shipper would pay 7 cents tax per hundred- 
weight. This unfair advantage enjoyed by large business is further 
pyramided in the outbound distribution of their finished products 
as additional transportation occurs. 

Another example of preferential tax treatment occurs where large 
corporations have lower special volume rates accorded their traffic 
with resultant lower freight charges while smaller companies do not, 
as a general rule, enjoy these rate advantages, hence, they are required 
to pay a larger proportionate tax. 

The small shipper is again caught in the middle, so to speak, in 
the field of private carriage. The only time that a transportation 
tax is paid is when the movement has been by commercial carrier. 
Thus the large shipper with his fleet of trucks pays no transportation 
tax while the small business must use the commercial carrier and bear 
the entire tax burden. 

In conclusion, I think that the important thing for this committee 
to consider is whether the tax is actually an unfair and unrealistic 
burden placed on those least able to bear it and thus destructive to 
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our entire concept of equal treatment of all business. Also, whether 
it actually produces the revenue to our Government that it was 
intended to do. 

Senator ScHorrre.. Senator Bible, do you have any questions? 

Senator Brsie. No; except I concur with Mr. Dolloff. I have 
thought that this transportation tax should be repealed. I know 
the inequities that it causes out my way, and I am in accord with your 
statement. 

Senator ScHorrret. Congressman Breeding. 

Congressman Breepinc. I have no questions. It is a very good 
presentation, Mr. Dolloff. 

Senator Scuorrrent. Thank you, Mr. Dolloff, for your presenta- 
tion. At this juncture of the proceeding I want to offer for the 


record a written statement of Mr. E. K. Campbell, of Kansas City, 
Mo. 
(The statement of E. K. Campbell is as follows :) 


PREPARED STATEMENT OF E. K. CAMPBELL, CHAIRMAN OF THE BOARD, 
E. K. CAMPBELL Co., KANSAS CiTy, Mo. 


Gentlemen, re Senate Small Business Committee hearings on impact of 
Federal taxation on small business : 

Since I do not feel justified in taking the time, involving waiting my turn, 
to go to Wichita to appear before your committee, I appreciate your invitation 
in your letter of September 23 to put my views on paper. 

First, let me say that the impact of taxation on small business has a much 
greater proportionate effect than on big business, and you are justified in 
considering separately the impact of taxes on small business. At the same time 
I do not think your committee will ever be justified in recommending favors 
for small business in an attempt to equalize the impact of taxes all along 
the line. 

Small business is mostly able to stand on its own two feet if it is not restricted 
too much, and if it is able to secure working capital on a risk capital basis. The 
flexibility of small business as compared with the big business gives it many, 
what you mght call, tactical advantages, provided the small business can keep 
its overhead down and its costs down so that it can compete in price with the 
larger, better organized and better equipped businesses. 

Therefore, I would say that one of the first effects of the present tax system, 
is to require of the small-business management greater cost for accounting in 
connection with income taxes of everybody concerned in the business, and in 
connection with various reports that are required of small business. These 
things mean extra help in the small-business office, extra overhead and make it 
difficult for a small business to secure either volume or price sufficient to carry the 
load. Most of these reports go into files that ultimately go out of Washington 
as the second principal item of freight—wastepaper. That helps to increase 
taxes of other kinds by increasing the number of employees doing largely useless 
work for the Federal Government in Washington, which now has 2% million 
employees, and it ought to be reduced by the meat-ax method to 114 million to 
start with. 

The second great impact of income taxes is the fact that the higher brackets of 
income taxes have been imposed by the Federal Government, not as money- 
raising measures but as punishment for success, and the man with the large 
income is not allowed to keep enough of it so that he has some money that he 
might invest in a small concern. It is impossible for a small business to secure 

risk capital and it has caused small businesses generally to resort to debt financ- 
ing to meet the demands for greater working capital, due to inflation, and the 
higher prices of both labor and material. Debt financing is dangerous financing 
and will go a long way to explain the increasing number of casualties among small 
businesses that have been noted recently by many commentators. 

Since these excessive income taxes in the higher brackets do not bring much 
money to the Government, one of the biggest helps that your committee could 
give to small business, without greatly affecting the Federal revenue, would be 
to reduce the upper brackets, leave more money in the hands of the big-income 
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people so that they will look for some place to invest it. It is morally and 
financially wrong to keep these tremendously high punitive taxes on. It destroys 
incentive on the part of those men, and I read sometime ago about 1 man drawing 
$50,000 salary as the head of a medium-sized company, who reached the place 
where his salary put him in the high bracket so that he was allowed to keep very 
little of his salary, so he just quit working. So, from every standpoint these 
excessive rates in the high brackets of income tax should be reduced and it would 
be one of the most direct means of helping small business to get risk capital with- 
out going in debt for it. Debt financing of a small business makes it vulnerable 
and if a crisis comes it makes it helpless and all one can do is surrender. 

The income-tax rate on small business should be reduced also so that a larger 
percentage of whatever profit a small business can make can be retained in 
the business or used to pay stockholders, and induce them to invest. 

The progressive income tax is essentially socialistic, recommended by Karl 
Marx as a means of defeating capitalism, and used in this country as a means 
of punishing. Franklin D. Roosevelt, in one of his speeches I think about 1936, 
made the vow that business must bow and the punitive rates were put on. I 
have characterized the present excessive rates particularly when you get above 
the 60-percent bracket, as legalized stealing, confiscation in other words, which 
is prohibited by our Constitution. It cannot be justified and should be cor- 
rected. But for the purposes of your investigation, it takes away the lifeblood 
of small organizations, and I hope you can do something about it. 

I understand that Representative A. D. Baumhart, Jr., has introduced bill 
H. R. 6184 reducing the tax on small businesses from 30 to 20 percent. That 
would be a big help to small business. But, I have no objections to that same 
help being given to the big businesses, because big or little, we are all paying 
too much tax. 

Of course, I know that there cannot be any great relief on taxation until there 
is a radically different attitude in Washington toward spending, and this I 
know is difficult to arrive at as long as so large a proportion of our people are 
demanding handouts and benefits from the Government direct. The history of 
welfare governments is that after a while they go bust and I understand our 
old-age assistance is already busted and Congress will be called on to vote more 
money than the taxes already collected and supposedly accumulated. 

The Hoover report shows that there are still 2,500 small businesses operated 
by the Government in competition with legitimate small business and it would 
help in 2 ways if that competition could be reduced. It would throw more 
business to the small-business man and it would relieve the Government of the 
losses involved in Government operation. Yet in the face of that recognized 
fact, Congress still tries to limit and retain a veto over discontinuing these 
practices. Secretary Wilson has discontinued about 500 of them in the last 
year. If these 2,500 businesses were in private hands paying legitimate taxes 
and saving the Government losses which now occur, it would help. 

*art of the trouble that faces small business is the great expansion of our 
Federal Government. At the May convention of the National Small Business- 
men’s Convention, a resolution was presented to Congress calling for a reduction 
of the bureaucracy, but immediately in front of that resolution was one calling 
for the Small Business Administration to be expanded to Cabinet status. In 
other words, the National Small Businessmen’s Association itself joined the 
ranks of those who want economy except “when it affects us.” 

It is for this reason that I have advocated the meat-ax method of reducing 
Federal expenditures. It may hurt some things that ought not to be hurt but 
not near as many things that are being hurt now by the constantly increasing 
Federal budget, and Federal spending that makes the curtailing of inflation 
impossible. 

Stop inflation. Make it possible for small business to get additional capital 
without going into debt, and small business will do its own job. 


(Following is a reprint of the Weekly Payroll Letter issued by the 
E. K. Campbell Co., August 2, 1957 :) 
KANSAS City, Mo., August 2, 1957. 


WEEKLY PAYROLL LETTER 


Some time ago our friend Joe Robbins, who builds houses and sells them on 
FHA loans up in Rapid City, S. Dak., wrote a note and asked this question: “Is 
not big Government spending the source of our prosperity?” 
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That is a big question. It involves a lot of things and a simple answer is 
hardly possible, but I have just come across an article by Harold B. Wess, pro- 
fessor of business administration and marketing at the American University. 
Here is what he thinks of our prosperity : 

“If the major trends in our country of the last 25 years are not reversed, we 
will end up in the same plight as Great Britain and France now find themselves— 
or perhaps in an even worse condition.” 

He states that we have been allowing our economy “to bleed itself to death 
because of failure to face the facts as they exist and to take appropriate action— 
can we not agree that our recent years have been dominated by inflation? Why 
should we expect this trend to stop? We are now caught in a vicious circle; 
the more the Government spends, the more inflation; the more inflation, the 
higher the Government expenses. Another vicious circle is the continuing 
increase in labor costs—the higher the prices the more the inflation. The more 
inflation the higher the labor costs and prices until the bubble bursts, as it 
must.” Remember economists say about 86 percent of all production cost is 
labor. 

Federal, State, and local budgets have been rising and will continue to rise. 
Consumer prices have doubled since 1939 and will continue to go up. Confisca- 
tory taxes of business firms and individuals will continue to go up. “As a 
nation we seem to prefer dealing with symptoms rather than the disease itself.” 
He points out that our labor force, in spite of the greatly increased use of labor- 
saving machinery, and of rapidly increasing automation, will be inadequate if 
the forecast for 1975 comes true, for two reasons. First, the increasing per- 
centage of our population, which will be over 65 years old and largely nonpro- 
ductive. 

Second, the continual increase in featherbedding, restrictive practices, and 
reduction of productivity as a labor-union policy. 

He further states unless labor statesmanship reverses its present type of 
leadership the present trend of giving less and less work for more and more 
money will so reduce our productive power that we may achieve full employment 
in a decaying economy. It’s time to stop, look, and listen. Russia has full 
employment but not enough to eat. 

The part which labor leaders should play is illustrated by a quotation from a 
letter which Walter Reuther wrote to President Eisenhower, November 28, 1956: 
“The degree of Government interference into our economic life will be deter- 
mined in a large measure by the degree of social and moral responsibility and 
concern for the general welfare that free economic groups (unions are free 
even to use violence in strikes—union members are not free) demonstrate in 
making their voluntary economic decisions.” 

Of course, Mr. Reuther thinks that applies to all except organized labor, 
because organized labor is the leading exponent of selfishness in the United 
States today. When the gas company workers wanted to strike in St. Louis, they 
did not care whether they shut off the gas from several thousand homes. When 
the truckdrivers wanted to go on a strike they did not care if they tied up a 
city like St. Louis so you could not ship material into or through St. Louis. 
The characteristic of all strikes is a disregard for the rights of others and as 
Walter Reuther says, they make necessary “Government interference in our 
economic life.’ So when the State of Missouri enacts a law to prevent strikes 
on public utilities, which would take away the utility services from thousands 
and thousands of people, the labor unions of the State en masse try to force the 
legislature to repeal the law. 

Mr. Wess points out that industry is somewhat to blame in that it fails to 
fight the featherbedding and other restrictive practices. In turn, due to the 
laws of the present day requiring all employers of labor to be bound to collective 
bargaining, the side that has the biggest club or which can stand the cost of the 
longest strike wins. Kohler of Wisconsin seems to be winning in spite of all the 
violence (even to murder) that Walter Reuther’s hired goons can produce. 
Power to him. 

Mr. Wess further says: ‘“‘The building industry has done nothing to end labor 
practices that demand a day’s pay for an ‘engineer’ to press a button starting 
a cement mixer at the beginning of the workday, press the button once again 
at the day’s end.” Compulsory union membership has built a national Frank- 
enstein with billions of money. 

So the lack of concern for the general welfare as shown by the labor movement; 
the lack of concern for the general welfare as shown by the farm groups; the 
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lack of concern for the general welfare shown by business organizations; which 
seek favors from the Federal Government at the expense of all the people; the 
lack of concern for the general welfare shown by the Armed Forces in their 
tremendous waste of the money they get in the name of national defense; the 
lack of concern for the public welfare shown by the bureaucracy in Washington 
forcing the Federal spending higher and higher with no end in sight; all these 
things produce temporary inflation-type prosperity, but continued and continuing 
inflation will lead us down the primrose path to a grand bust. 

So I answer our friend, Joe Robbins. Maybe what we now call prosperity is 
boosted by the inflation from all these sources, but maybe it is not true prosperity. 
It just may be the blown-up bubble which some day is bound to burst. That is 
when you will get the depression which will curl your hair. 

Yours truly, 
E. K. CAMPBELL Co., 
By E. K. CAMPBELL, 
Chairman of the Board. 

Senator Scnorrret. Are there any others in the room who have 
written statements that they want to leave with the committee for 
consideration? If not, that concludes our hearing. Any additional 
statements can be mailed to the committee in Washington. However, 
we would like to have them within the next 10 days or 2 weeks, and, 
Chairman Bible, I will turn this meeting back to you, sir. 

Senator Brste. Senator Schoeppel, it has been a real delight to 
work on this small-business assignment with you in Wichita today. I 
do want to commend the caliber of witnesses that you presented to our 
committee throughout the day. Their statements were very ably 
given and very well thought out. The interest that has been evidenced 
here by the continuing audience all day, I think, is also an indication 
of the real concern of the small-business man throughout the country. 

I cannot help but close on this note: While in Denver day before 
yesterday I expressed our regrets of your being unable to be there, 
and commented on the fact that you and I were members of the 
Select Committee on Small Business, that we both served on the 
Interstate and Foreign Commerce Committee. It just so happened 
that on Wednesday was my birthday which was November 20, and 
my informers tell me that today is almost your birthday but that it 
will actually be tomorrow, November 23. So, I see we have another 
thing in common, and leaving this meeting on that note, Senator 
Schoeppel, it has been a real pleasure to be here in Wichita, and I 
hope we have something more than talk come out of these hearings 
and these meetings and that when we do get back with these many 
bills that are in the legislative hopper both in the House of Repre- 
sentatives and the Senate that we can be of some small help at least 
in this rather critical area of Federal taxation. 

Senator Scuorrrey. Before we conclude today’s hearing, I would 
like to have incorporated in the record at this point the prepared 
statement of Mrs. Clara Miller, secretary of the Kansas Pharmaceuti- 
cal Association of Topeka, Kans. 

(The statement referred to follows :) 


STATEMENT OF Mrs. CLARA MILLER, SECRETARY, KANSAS PHARMACEUTICAL 
ASSOCIATION, TOPEKA, KANs. 


Mr. Chairman and gentlemen of the United States Senate Small Business 
Committee, my name is Clara Miller, secretary of the Kansas Pharmaceutical 
Association. This association represents the retail drugstore owners of Kansas. 
I am informed that your committee already has much factual evidence before 
it indicating the imperative need for legislative relief which will enable small- 














1196 TAX PROBLEMS OF SMALL BUSINESS 


business men to effectively compete in the market place. The avenues of legis- 
lative approach in order to preserve the small-business man as the key figure 
in our economy are several. However, since this hearing is confined to testi- 
mony touching remedial measures limited to tax relief under the Internal 
Revenue Code and its regulations, as it may afford relief to small-business men, 
in behalf of retail drugstore owners of Kansas, their employees and the re- 
spective communities they serve, I propose to this committee for consideration 
the following: 

(1) To amend the Internal Revenue Code so as to provide graduated corpo- 
rate tax rates in a manner as would favor small corporations, by either in- 
creasing the exemption of corporate income subject to surtax or reducing the 
corporate normal tax, and concurrently also provide permission for partner- 
ships and individual proprietors to be able to elect to be taxed as corporations. 

The purpose of this suggested measure is to provide small corporations and 
those small-busines men who elect to be taxed as such corporations, relief from 
the present crushing high tax rates. The burdens of the present tax levies against 
businss, State and Federal, penalize hard work, incentive, and the ability to 
compete effectively. Taxation in one form or another eats into the capital of 
the small-business man so that he is unable to command the wherewithal to 
modernize, and’ improve his establishment to properly compete in serving his 
community. I desire to stress here that the reduction of the graduated tax rates 
for small corporations without simultaneously permitting partnerships and indi- 
vidual proprietors the right to elect to be taxed as corporations will be an ineffec- 
tive relief to the many small businesses operated as partnerships or as individual 
proprietors. 

(2) Permit taxpayers to use the alternative methods of depreciation under 
section 167 of the 1954 Internal Revenue Code of property used in a trade or 
business, or of property held for the production of income, as would permit sooner 
recoupment of invested capital in such property in order to afford the recoupment 
of the amount invested nearer to the amount of the allowable depreciated value. 

Experience will disclose frequent instances wherein the allowable depreciation 
amounts to only about from 40 to 60 percent of the costs required to meet and 
replace property or equipment used in business. The results of which create a 
situation in which the small-business man finds himself short of capital for 
required replacement and improvements to enable him to effectively compete in 
the market place with those who have the capital or are able to command new 
eapital. 

To illustrate, I am reminded of the recent editorial which appeared in the 
Cleveland Plain Dealer, headed “Have You Heard the Story About the Lathe 
Which Cost $12,000 in 1942, But Which Took $1,250,000 of Sales to Replace?” 

This is the story: 

“In 1942, Thompson Products Co. bought a lathe. The cost was $12,000. Under 
Federal tax laws the cost could be depreciated over a period of 14 years. So, in 
1956, when the lathe had to be replaced, Thompson had $12,000 set aside, plus an 
additional $1,000 which was the resale value of the old lathe. 

“However, in 1956, the same model lathe that sold for $12,000 in 1942 was priced 
at $35,000, and a new model with attachments to meet the advanced needs of the 
industry cost $67,000. 

“Hence, the company found itself with only $13,000 to buy a $67,000 piece of 
equipment. 

“The additional $54,000 had to come from profits. But in order to clear $54,000, 
Thompson had to make a profit of $112,000 before taxes, and in order to make 
that much profit, the company had to sell more than $1,250,000 worth of products 
to customers. 

“Tt took a $1,250,000 of sales for the company to replace one lathe.” 

(3) Permit the self-employed as partners or as individuals proprietors a means 
to provide tax-free, qualified old-age pensions as are permited corporate em- 
ployees, whether executives or ordinary laborers. The purpose of this suggested 
measure is self-evident ; arguments in its behalf are provided in a bill now pending 
in the House, entitled “Jenkins-Keogh Bills—H. R. 9 and H. R. 10.” 

(4) Amend the excise-tax provisions in line with the recommendations con- 
tained in the Reed bill, entitled “H. R. 3864,” which seeks to amend the Internal 
Revenue Code of 1954 to change tne tax on toilet preparations (which ought 
also be extended to the other items) from a retailer’s tax to a manufacturer’s 
excise tax. The purpose of this suggested measure is manifold, but two in par- 
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ticular, namely, the tax burden while it is dubbed as a consumer’s tax, it is 
invariably imposed on the retailer, and it further imposes expensive record- 
keeping adding to the costs of doing business, as well as consuming a lot of 
costly time and inconvenience in report making, which is multiplying almost 
beyond endurance by the Federal, State, and city taxing divisions, all of which 
adds to the burden and inability for the small-business man to compete in the 
market place, and frequently remain in business. It is becoming evident more 
and more that the overload of taxes jeopardizes the system of independent 
enterprise in America. In this respect your own committee’s report highlights 
the fact that in 1956 small-business failures totaled 12,686 which represents a 
16-percent increase of 1955 and post-World War II high. Retailers ranked sec- 
ond highest in business failures last year. Figures show that 6,341 stores closed 
their doors in 1956—being 18.8 percent higher than retail failures in 1955. All 
of which is occurring in the midst of a so-called boom. 

In addition to the above suggestions, I urge consideration by this committee 
the active support of pending bills in Congress, as well as the proposal of new 
legislation in order to prevent destructive methods of competition in the market 
place now rampant in every phase of distribution, such as: 

(1) Active support of S. 11 which attempts to amend the Robinson-Patman 
Act by reaffirming the national public policy and the purpose of Congress in 
providing effective administration and enforcement of the antitrust laws, which 
bill is otherwise commonly known as the “equality of opportunity bill.” The bill 
aims to secure to all persons an equal opportunity to compete in trade and busi- 
ness and to preserve free and fair competition in the market place. 

(2) To prepare Federal legislation to further implement the basic policy of 
eliminating unfair methods of competition in interstate commerce by equalizing 
the rights in the distribution of identified merchandise by providing that it 
shall be lawful for a trademark owner to establish stipulated or minimum resale 
prices of his merchandise in Commerce which is in free and open competition 
with articles of the same general class produced by others. 

Such legislation would enhance the public interest and promote economic effi- 
ciency and afford an opportunity for the independent small distributor to com- 
pete on more nearly equal terms with the large and multiple distributor. Such 
legislation will further enhance the public interest by encouraging the survival 
of small distributors, who comprising the bulk of small business, add a time and 
place utility to goods by making them readily accessible to consumers. Such 
legislation will further enhance the public interest by bringing goods of estab- 
lished quality to the consuming public at the lowest possible price consistent 
with whatever distribution service the public may expect, which public demand 
can best be served by fostering free and fair competition in the market place. 

Senator Scuorrren. Senator Bible, I want to say thank you very, 
very much. We have enjoyed having you with us in W ichita, one 
of the great cities of our State and on this important mission. We do 

take this opportunity of thanking all of those who made the effort 
and assumed the responsibility of preparing the subject matter for the 
presentation before our committee here. I know those things do not 
just happen of themselves. Well thought out as they have ‘been and 
well attended as these meetings have been, all the meetings have been 
well attended, with the information we have obtained throughout this 
series of meetings we feel that we can take some constructive steps. We 
are very appreciative for all this information. I want to say on be- 
half of the staff it has been very nice to work with them, and we have 
enjoyed having you all here in Wichita. We do appreciate the folks 
from the Kansas area and those from beyond who came to this hearing. 
Thank you very much, Senator. 

(Whereupon, at 3: 45 p. m., the — recessed to reconvene in 
Birmingham, Ala., on December 2, 1957 


De 
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(The following resolution was subsequently received by the com- 
mittee for incorporation in the record :) 


RESOLUTION BY THE WICHITA INDEPENDENT BUSINESS MEN’sS ASSOCIATION, 
WIcHITA, KANS. 
DECEMBER 13, 1957. 


The board of directors of the Wichita Independent Business Men’s Association, 
Wichita, Kans., meeting in a regular session, Thursday, December 5, 1957, adopted 
the following resolution : 

RESOLUTION 


Whereas the United States Senate Select Committee on Small Business did on 
November 22, 1957, hold hearings in Wichita, Kans., for the purpose of obtaining 
suggestions and information which might help them formulate legislation for the 
purpose of giving relief to small business ; and 

Whereas the said committee most graciously invited representatives of the 
Wichita Independent Business Men’s Association to cooperate with them by 
appearing before them ; and 

Whereas a most attentive audience was granted to the representatives of the 
Wichita Independent Business Men’s Association ; and 

Whereas the association recognizes that members of such committee spent 
considerable time and effort in coming to Wichita and in devoting themselves 
to such hearing ; and 

Whereas the association desires to express its appreciation to the committee: 
Now, therefore, be it 

Resolved by the board of directors of the Wichita Independent Business Men's 
Association, in regular session duly assembled, That their most sincere thanks 
and gratitude be extended to the members of the United States Senate Select 
Committee on Small Business for the efforts and time which they have and 
are spending for the betterment of the plight of small business of the country; 
and be it further 

Resolved, That the board does hereby resolve to do everything in its power to 
assist such efforts and to encourage the members of such committee to pursue 
their efforts toward the end that small business may be strengthened in the eco- 
nomic community of this Nation; be it further 

Resolved, That the executive secretary of this association be instructed to 
transmit a copy of this resolution to the members of the United States Senate 
Select Committee on Small Business. 

W. R. ORRELL, 
President WIBMA. 

Attest: 

Fioyp QUINLISK, 
Executive Secretary. 
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TAX PROBLEMS OF SMALL BUSINESS 


MONDAY, DECEMBER 2, 1957 


Untrep Srates SENATE, 
SeLect COMMITTEE ON SMALL BUSINESS, 
Birmingham, Ala. 

The committee met, pursuant to recess, at 10:02 a. m., in 
room 300, City Hall, Birmingham, Ala., Senator John Sparkman 
(chairman of the committee) presiding. 

Present: Senator Sparkman ipseditting’, 

Also present: George Huddleston, Jr., a Representative in Congress 
from the Ninth Congressional District of the State of Alabama; 
Walter B. Stults, staff director; Wiley S. Messick, counsel; and 
Lewis Odom, executive secretary to Senator Sparkman. 

The Cuatrman. Let the committee come to order, please. 

This is a meeting that is being held under the auspices of the Senate 
Small Business Committee. It is a great privilege for me, as a United 
States Senator, and as chairman of that committee, to return to my 
home State, serving in the capacity as chairman of the committee 
which has, in the past and will in the future, render a real service to 
the people of Alabama. 

Today’s hearings on the tax problems of American small business 
is the 12th in a series of 14 sessions which will carry the committee 
from Boston to Miami, from Minneapolis to Dallas, and from Port- 
land to Los Angeles. We have come to you, since we know full well 
how difficult it is for the truly representative independent businessman 
to take the time and the money to come to Washington. We have 
scheduled the hearings geographically in such a way that we might 
receive a full and fair sampling of American business thought. 

Five years ago, this committee made a similar study. After a 
series of hearings in 7 cities, 1 of which, by the way, was Birming- 
ham, involving over 500 pages of testimony from 129 witnesses, a 
report was filed with the Senate stating the unanimous finding and 
recommendations of the committee. Most of the recommendations 
made in that report were subsequently written into law to the benefit 
of the small-business community. 

It is obvious to us, and to you, I am sure, that the enactment of 
these proposals was not sufficient. Today, all is not well with the 
small-business men of our country, and among the various ills which 
have been diagnosed by the economic physicians, none have been as 
virulent or as crippling as that caused by the impact of the present 
Federal tax laws. For about 10 of the past 15 years, American small 
businesses have been trying to survive and expand under the handi- 
cap of emergency tax levies. Furthermore, in addition to the im- 
pact of the high rates themselves, there are several features of the 
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tax code which appear to me to bear with particular weight on the 
smaller firms in our economy. 

We are here today for three reasons: first, we want to learn from 
you daily practitioners in the business world the extent to which pre- 
sent Federal tax laws, and the administration of those laws, impose 
upon small businesses an unfair burden. Second, we want to receive 
your recommendations on what we in Congress should do about this 
problem; what priorities we should set for enacting reforms; and 
what you think about the various proposals which have already been 
introduced in the Senate and in the House of Representatives. Finally, 
through this hearing we hope to inform the business community how 
it might be most effective in presenting the case for small-business 
tax relief to the Members of Congress. 

With the counsel we shall receive in Birmingham from small- 
business men and in the other cities where hearings are held, we 
expect to be able to make sound and constructive recommendations to 
the Senate early next year. I personally hope, and predict, that we 
shall once again be able to unite un: inimously on both our findings 
of fact and on our recommendations because we will have the con- 
sensus of opinion of the 4 million small businesses in America in 
our efforts to alleviate this problem next year. 

As in previous hearings, we shall hear from representatives of all 
types of small businesses. In addition, we have scheduled lawyers 
and accountants with broad experience in the small-business area 
We shall hear as many of you as possible, but before hearing the first 
witness, I want to assure all of you here today that all 13 members 
of the Small Business Committee will study carefully the testimony 
we receive here today, whether it be in written form or given orally. 
Furthermore, I can assure you that summaries of all this testimony 
will be transmitted to the tax- writing committees of the Congress— 
the House Ways and Means Committee and the Senate Finance Com- 
mittee—and to the Department of the Treasury for their study and 
action. So, give us the facts and your good counsel, and we shall 
do our best to help alleviate some of the trouble plaguing small 
business today. 

Let me say that I had hoped very much that Senator Thye of 
Minnesota, the ranking et member of the committee, would 
join us in this hearing today. Some of you may remember that 5 years 
ago he was with me in Birmingham, on the occasion of the hearings, 
and he had planned to come to Birmingham today. At the last 
moment, unfortunately, he was not able to come. Therefore, I am 
the only member of the committee enabled to be present. 

I have said that this is the 12th hearing throughout the United 
States. We have tried to have present at all hearings at least one 
member of each party, a Democrat and a Republican. In some hear- 
ings we have had 4 or 5 members present. Every member of the com- 
mittee, except one, has participated in these hearings in different 
parts of the country. We have had fine cooperation and I feel certain 
that we shall be able to make a good, interesting, and, I hope, helpful 
report to the Senate and to the Congress as a whole in January. 

I am delighted today that the Congressman from the Birmingham 
district, a very able, industrious Congressman, my good friend Geor ge 
Huddleston, Jr., was able to be with us. I have asked George to 
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sit here and participate in the hearings just as if he were a member 
of the committee. George has been very helpful in connection with 
many small-business problems that we have had before us and, George, 
I am delighted to have you with us today and we would welcome any 
statement from you at this time. 

Mr. Hupptesron. Thank you, Senator Sparkman. I had prepared 
a statement to be submitted to the committee orally. However, in 
looking at this formidable array of witnesses, I am a little bit cautious 
about taking up the time of the committee in giving my statement. 

The Cuairman. You go ahead. We will be glad to hear from you. 


STATEMENT OF HON. GEORGE HUDDLESTON, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE NINTH CONGRESSIONAL DISTRICT 
OF THE STATE OF ALABAMA 


Mr. Huppieston. At the outset, Senator Sparkman, let me say I 
consider it a very great privilege to appear before the Senate Select 
Committee on Small Business, and also I consider it an honor for 
Birmingham to be selected as one of the cities which is to be the site 
of the series of hearings which will be conducted by the committee 
this fall. 

I have a prepared statement that I would like to submit to the com- 
mittee for its consideration. In this period of unprecedented general 
prosperity, when business as a whole has had a lot to cheer about, one 
segment of the business community has not joined in the cheering. 
Small manufacturers with assets under $5 million have not as a group 
enjoyed the prevailing pattern of increased sales and profits since 
World War II. And though there has been much public discussion 
of small-business problems and the Small Business Administration 
has been active for 4 years assisting small industries in our competi- 
tive economy, there is still abundant evidence that the small-business 
man is not faring well today. 

In 1951 the sales of small manufacturing corporations accounted for 
35 percent of the total corporate sales of manufactured goods, but by 
1956 that figure had been reduced to 25 percent. While the earnings 
of the big companies have grown in the postwar years, a Small Busi- 
ness Administration survey shows that small-business earnings have 
shrunk from 13.3 percent of the total corporate manufacturers’ earn- 
ings in 1947 to 4.5 percent in 1955. More than 75 percent of all cor- 
porate income is received by 1 percent of the American corporations. 
To illustrate further small business’ unfavorable competitive position, 
we have only to look at the 1956 net-profit figures—where the small 
manufacturers had profits amounting to 2.25 percent of sales compared 
with the large corporations’ profits of 6.6 percent. 

As one might imagine under these circumstances, there has been a 
marked rise in business failures, heavily concentrated among small 
businesses. (Ninety percent occur in firms having total liabilities of 
less than $100,000.) For the first 6 months of 1955, 5,626 business fail- 
ures were reported by Dun & Bradstreet; 6,496 for the same period 
in 1956; and by 1957 they had increased to 7,089. The number of new 
business incorporations has not grown enough to counterbalance the 
increasing failures. In the first 6 months of 1955 there were 74,357 
new incorporations; in 1956, 76,257; but in 1957 the number dropped 
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to 71,211. We must also consider the rising number of corporate mer- 
gers in recent years, often where larger corporations have swallowed 
up their smaller competitors : 793 in 195 53, 617 in 1954, 846 in 1955, and 
an estimated 900 in 1956. 

Of course, one can overdo the dirge and mourning about the plight 
of small business. But small business represents a vital part of our 
economy and, in order to continue our present prosperity, a watchful 
eye must be kept on its status to see that it, too, shares in the high levels 
of income and profits. What we often don’t realize is that 90. percent 
of all business is considered to be small business and these firms account 
for from one-third to one-half of the total nonagricultural trade done 
in the United States. 

The hazards of successful coexistence with big business are unfairly 
weighted against the small-business man. As a purchaser, the small- 
business man can’t secure quantity discounts as his larger competitors 
do. Asa producer, mass production methods, modern technological 
improvement, and automation lie far in the future, because he can’t 
raise the money required to convert his plant production system. In 
the bidding for Government contracts, he is at a disadvantage because 
he simply’ cannot produce the intricate military instruments most in 
demand. Also he hasn’t the facilities to handle the added Govern- 
ment paperwork. National advertising campaigns or a large-scale 
research program are financially out of the question but they are essen- 
tial for commodity and market development. Finally, he is denied 
the benefits of industrial diversification which could help him weather 
unfavorable economic climates. <A loss can’t be charged off against 
profitable operations; a loss means bankruptcy or merger. 

In an analysis of the causes of business failures prepared by Dun 
& Bradstreet, management deficiencies, a lack of business training 
and experience, new competition, and a scarcity of credit on reasonable 
terms were listed as the primary reasons for small business’ recent poor 
showing. Credit has always been a major stumbling block, but as 
the interest rates climb higher and higher, the need for added working 
capital grows more acute. Small business essentially must rely on 
what profits it can plow back into the business after taxes to continue 
its expansion. (Eighty-seven percent of all physical expansion is 
financed through retained earnings.) U nlike his larger competitors, 
the small-business man is not in a position to float a stock issue to raise 

capital, as the brokerage costs may run as high as 20 or 30 percent 
of the value of the offering. Nor can he afford to negotiate a short- 
term (often 90-day) bank loan at an interest rate of 6 percent. What 
he needs is long-term credit at a reasonable price, but, because of the 
risks involved in his business and his lack of collateral, the larger 
banks and investment houses frequently feel that they can only offer 
him modest loans on a short-term basis, where they are assured a high 
rate of return. Small local banks in his area haven’t the resources 
to make him loans large enough to provide him with the working 

-apital he must have to expand. 

Our present tax structure has contributed to the credit handicaps 
of small business. The corporate income-tax levies cut vital retained 
earnings in half and tend to discourage outside venture capital. Sum- 
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marizing this problem in a report issued January 1956, a congressional 
subcommittee of the Joint Economic Committee concluded that— 

It is a widely held view that small and new businesses have limited access 
to credit and equity capital from external sources, as compared with larger, 
better established firms. The growth requirements of small and new companies 
frequently involve more extensive reliance on internal resources, particularly 
retained earnings, than in the case of other companies. A corporation income-tax 
rate structure which does not unduly limit the financial resources required to 
finance the growth of large, established companies, therefore, may prove extremely 
burdensome in this respect for small and new companies. <A greater differential 
in effective rates applicable to small and large corporate taxpayers should be 
given careful consideration. 

Federal corporate tax provisions currently call for a 30-percent tax 
on the first $25,000 of taxable income and a surtax of 22 percent of any 
income in excess of $25,000. This tax hasn’t the graduated features 
of the individual income tax, and it cannot be said to be based on a 
business’s ability to pay. In addition, the small owner faces a per- 
sonal income tax on both the salary and the dividends he withdraws 
from the business. The owner’s personal income is the most usual 
source of funds for small business, contrary to the case of larger corpo- 
rations. The steeply progressive rates of the individual income tax 
are a chief obstacle to owners reinvesting in their business, to increase 
its efficiency and usefulness to the community. 

We, in Congress, hear many complaints from the spokesmen of 
small business about the Federal tax laws. W hy can’t the statutes be 
simplified so that the small-business man can cope with his taxes with- 
out enlisting outside legal advice? Why can’t the small-business man 
have the option of whether to be treated as a partnership or a small 
corporation in filing his taxes when there is no significant economic 
distinction between the two! Why can’t some provision be made for 
small business to balance its losses against its profitable years; instead 
of having to pay sizable taxes on its gains and later being wiped out 
by the losses ? ‘Large companies in a position to influence the market 

ean set their prices high enough to have the consumers carry the bur- 
den of their taxes. But small business can’t shift its tax bill to the 
consumer. 

There have been some recent revisions of our tax laws, but these have 
not served the interests of small business. The tax laws in essence 
“subsidize” national advertising and research, and enable large corpo- 
rations to grow larger. Ree ently enacted provisions designed to stim- 
ulate deferred compensation plans, including stock-option and pension 
plans, have helped top business executives to avoid the burdens of high 
individual income taxes. But small business cannot afford the com- 
plicated machinery involved in setting up such plans and, as a result, 
is losing its top personnel to big business. In 1954 Congress passed 
a bill liberalizing the depreciation allowances available on new plants 
and equipment, but as small business often uses old plants and second- 
hand machinery, it benefits very little. The excess-profits-tax repeal 
brought more relief to the industrial leaders than it did to small busi- 
ness. To add to the tax advantages of the larger corporations, many 
have been granted rapid tax amortization certificates. Small-business 
men consider a revision of our tax legislation the most important 
thing the Government can do to assist them. 
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Taxes have played an important role in the growing number of 
mergers, a number that was equalled only in the years of the Hoover 
administration. John Lintner and Keith Butters in their study of 
the Effects of Taxes on Business Concentration concluded that— 
the high rates of corporate income tax during recent years appear to have been 
by far the most important feature of the tax structure tending to increase the 
level of concentration. To the extent that this tax has been shifted, it has 
restricted the growth of successful small companies much more severely than 
that of larger concerns. This conclusion applies to the effects of the tax on the 
availability of outside capital as well as on internally financed growth, although 
the latter is of greater importance. The restrictive effect of the tax has been 
especially marked with respect to the growth and the growth potential of the 
more vigorous and promising concerns with the best chance of effectively chal- 
lenging the established positions of their dominant competitors. 

The tax laws provide two important incentives for the small-business 
man tosell out. One is to lessen the impact of the estate taxes and the 
other is to withdraw the profits from the business through capital gains 
rather than dividends. Capital gains are taxed only up to 25 percent, 
whereas income taxes can be as high as 91 percent. Sometimes the sale 
of a small business can be executed by the tax-free exchange of securi- 
ties, where the small owner receives marketable high investment qual- 
ity holdings in the controlling company in exchange for his business. 
The tax-saving inducements to dispose of a successful business are fre- 
quently irresistible, especially to the small owner who is worried about 
an insecure future. ‘The temptation to sell is the greatest when the 
owner can get his investments out of his business and still retain his 
position as manager. 

Responsible members of the Government have been concerned about 
the tax burdens on small business and a number of modifications of our 
tax laws have been suggested, particularly in the last 2 years. On Ma 
31, 1956, the President appointed the Cabinet Committee on Small 
Business to formulate recommendations for administrative and legis- 
lative actions to improve the opportunities for small firms. Many of 
the measures suggested have been presented in bills introduced in this 
session of Congress. Among the committee’s tax relief recommenda- 
tions were : 

1. That the tax rate imposed on business corporations be reduced 
from 30 to 20 percent on income up to $25,000 ; 

2. That businesses be given the right to utilize for perenenen of used 
property not exceeding $50,000 in any one year, the formulas of accel- 
erated depreciation that were made available to purchasers of new 
property by the Internal Revenue Code of 1954; 

3. That corporations with 10 or fewer stockholders be given the op- 
tion of being taxed as if they were partnerships; 

4. That the taxpayer be given the option of paying the estate tax 
over a period up to 10 years in cases where the estate consists largely in 
investment in closely held business concerns. 

In his budget message early in 1957 the President threw his support 
behind early enactment of the Cabinet Committee’s suggestions: 

In the area of taxation, I am especially interested in the problems of small 
business. Last August the Cabinet Committee on Small Business made a series 
of carefully considered recommendations in this field. Some relief in the tax 
burden affecting small business, as recommended by the committee, which will 
give help with a minimum loss of revenue, should have early consideration by 
the Congress. 
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During the present 85th Congress over 50 bills have been introduced 
to give tax relief to small business. The principal proposals include: 

1. The reduction of the basic tax on corporations on the first $25,000 
of corporate income from 30 percent to 22 percent or 20 percent and 
the increase of the surtax rate from 22 percent to 30, 31, or 32 percent. 
These various bills would help small business without affecting Federal 
revenues ; 

2. Provisions for a graduated corporate income tax. Our dis- 
tinguished Senator from Alabama, Senator Sparkman, the chairman 
of the committee holding the hearing this morning has proposed a 
graduated tax starting with a rate of 5 percent on the first $5,000 
and increasing to 54.83 percent on income over $10 million. This plan 
would offer tax savings to 98 percent of all corporations, leaving 2 per- 
cent to pay a slightly higher tax. Senator Sparkman’s suggested 
legislation would save 83 percent in taxes for corporations earning 
below $5,000 net annual income (or 47 percent of all incorporated 
firms). It would produce the same revenues and it would serve as 
a deterrent to further mergers; 

3. Bills to increase the exemption from the surtax from the present 
$25,000 to $50,000 or $100,000. To maintain the Treasury revenues, 
the surtax would have to be raised from 22 to 25 percent. These pro- 
posals would bring a tax savings to 51,3 percent of the corporations 
while increasing the taxes of 5.5 percent of the others with earnings 
over $10 million; 

4. Liberalization of the methods and rate of depreciation for tax 
purposes, particularly extension of accelerated depreciation to used 
property ; 

5. Payment of estate taxes over a 10-year period if the estate con- 
sists of investments in closely held business enterprises ; 

6. Treatment of corporations with 10 or less stockholders as part- 
nerships for tax purposes. 

Though none of these bills have been passed during this past ses- 
sion of Congress, Congress is giving its serious consideration to the 
tax problems of small business. With the administration’s support, 
some legislation could be enacted next session. 

ee the President’s remarks in his budget message which I 
quoted just a moment ago, the administration has strongly opposed 
any change in the tax laws at this time. In a letter to Representative 
Jere Cooper, chairman of the House Ways and Means Committee, 
dated July 15, 1957, the President seems to reverse himself by his 
opinion on the Fulbright bill (S. 150) which proposes to reduce the 
basic tax rate on corporate income to 22 percent and to raise the 
surtax to 31 percent, and which calls for no loss of revenue to the 
Government. Here is what the President said in his reply to Rep- 
resentative Cooper : 

I earnestly look forward to reduction in tax rates for all taxpayers as soon as 
that becomes possible. Until that time, selective relief of the sort contemplated 
by the Fulbright proposal and, indeed, by the recommendation of the Cabinet 
Committee, would discriminate against the overwhelming majority of small 
businesses which are not conducted as corporations at a time when we must 
stand against any tax revision for anyone which might jeopardize our small- 
budget surplus. Furthermore, in view of the very high rates now in effect, it 
would be unwise to increase the taxes of any group of taxpayers in order to 


provide a tax reduction for another group, as would be done by this proposal. 
For these reasons, I am opposed to the Fulbright resolution. 
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Steps need to be taken to modify the corporate income-tax structure 
in such a way as to stimulate and encourage the growth of the inde- 
pendent small business and at the same time discourage the trend 
toward mergers. There can be no doubt as to the necessity of revising 
our tax system to bring equality to all segments of our economic com- 
munity and to increase competitive opportunity. 

But small business has one thing to be thankful for, and that is, 
after many years, its problems are being spotlighted and remedies are 
being offered. As this committee holding hearings today observed 
in its seventh annual report: ° 

It was not until 1956 that the cumulative impact of economic and sociopolitical 
influence plucked small business from its relative obscurity, removed it from the 
parochial solicitude of professionals, and placed it, together with its host of 
problems, squarely on the lap of the general public as a subject of national 
concern. 

This is probably the most important single development in the field of small 
business in the past year. Certainly, to the growing number of those who believe 
that America’s unrivaled free-enterprise economy will stand or fall in the years 
ahead to the extent that its more than 4 million small and independent enter- 
prises prosper, the belated acceptance of the small-business man as a major 
economic force takes on special significance. 

That is the end of the quotation from the committee’s report, Mr. 
Chairman, and that is the end of my statement. 

The Cuatrman. Thank you, George. It is a fine statement. We 
are delighted to have it. 

We have here the representative of the Governor of the State, Gov- 
ernor Folsom, in the person of Mr. Rex Trubey, who is also the 
assistant director of the Alabama State Planning and Industrial 


Development Board. 
Mr. Trubey, will you come around, please, sir? 
We are delighted to have you with us. 


STATEMENT OF REX TRUBEY, ASSISTANT DIRECTOR OF THE 
ALABAMA STATE PLANNING AND INDUSTRIAL DEVELOPMENT 
BOARD, MONTGOMERY, ALA. 


Mr. Trupey. A very close relationship with many small- and 
medium-sized businesses in Alabama has indicated that the present 
Federal corporate-tax structure makes it difficult, if not impossible, 
for smaller business to retain sufficient earnings to permit an orderly 
and progressive development of their business. 

The Federal tax structure works a greater hardship on small busi- 
ness than on large for the reason that larger corporations are able, 
generally, to accomplish a higher rate of profit as well as being some- 
times able to pass on to their customers some portion of their tax 
burden. 

The smaller business which does not enjoy the advantages of volume 
production and volume selling can rarely match its larger brother 
either as to rate of profit, retained earnings, or as to competitive 
position. These facts coupled with the general tightness, terms, and 
cost of borrowed money tend to dwarf ‘the smaller business perma- 
nently. 

I personally sincerely believe that the crushing burden of Federal 
corporate taxes on small business must be lessened if we are to have a 
continuation and growth of our free-enterprise system. 


5a §. Rept. No. 46, 85th Cong., 1st sess., p. 1. 
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This needed tax relief might take any number of forms. 

(1) Granting of a 3- to 5-year moratorium of Federal taxes to be 
levied on new businesses which begin business with a capital of 
$75,000 or less. 

(2) Reduce the initial normal tax rate, establish a graduated 
normal tax rate, spread the steps at which the rate is applied, and 
raise the base at which the surtax is applicable : 

For example: First $50,000, 20 percent normal tax; $50,000. to 
$75,000, 25 percent porting tax; $75,000 to $100,000, 30 percent normal 
tax; all over $100,000, 52 percent surtax. 

(3) It is veccmnliaibaal that business partnerships and proprietor- 
ships be permitted to elect to be taxed as corporations. ‘This recom- 
mendation is made in order that these groups might take advantage of 
any Federal tax relief provided to corporations. 

(4) M: any small businesses cannot afford to buy new equipment or 
facilities and must necessarily buy used equipment and facilities. It 
is recommended that accelerated depreciation be permitted on equip- 
ment bought used. 

(5) Small, closely held businesses are often subject to sale or liqui- 
dation when principal owners die, due to Federal estate and inherit- 
ance tax burdens. It is suggested that the payment of estate taxes 
and inheritance taxes be permitted on an installment basis of 10 to 15 
years. 

One of the most serious problems affecting our free-enterprise sys- 
tem is the inability of small business to make a proper expansion out 
of earnings and surplus and the inability of new ventures to acquire 
the necessary capital required to get off the ground. 

In these situations, money is generally needed for land, building, 
equipment, and working capital. Some money is required on a long- 
term basis, other money is required on a relatively short-term basis. 
Part of this money can be properly obtained through the sale of stocks 
and bonds, some through mortgages and conditional sales contracts, 
and some through normal bank loans. 

These ace -epted avenues of public and private financing are not, how- 
ever, generally available to small businesses wishing to “expand which 
have a short credit and financial experience and are rarely available 
to new small venture businesses. 

To bridge this obvious and serious gap between the established small 
business, the new small venture business and the necessary capital 
funds, it is recommended that a National Industrial Credit Develop- 
ment Corporation be established using public funds. 

The capitalization of this Corpor: ition could well be set at $500 
million to $1 billion. 

The functions of the Corporation should include the following: 

(1) Be permitted to buy stock in small established business. 

(2) Buy stock in new venture business. 

(3) Buy revenue bonds issued by municipalities for the purpose of 
acquiring money to buy business and industrial sites, erect business 
and industrial buildings, acquire business and industrial equipment ; 
which land, buildings, “and equipment shall be leased to business and 
industry at a rental sufficient to retire and service the municipal 
revenue bonds. 

(4) Make long-term land, building, and equipment loans on a liberal 
collateral and reduced interest basis. 
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. (5) Make short-term working capital loans on a reduced interest 
asis. 

(6) Require a minimum of redtape and time lapse between initial 
negotiation date and consummation date. 

(7) Provide regional ICDC offices with authority to negotiate and 
act for the national Corporation. 

Mr. Chairman, we make the last suggestion, rather, in the light of 
the former observations. 

In the United States today there are roughly 17 States which are 
endeavoring through development or financial organizations to assist 
local venture or established industry to expand and get on their feet. 

These State organizations are supplied with funds at the State level. 
The fiduciaries, the insurance companies, banks, private individuals, 
make stock investments in the organizations, and then the organiza- 
tions endeavor to buy stock and to assist the financing of new industry. 

All too often the communities in the South, and I think it would 
be true in the North—all too often the net capital requirement of a 
prospective industry or business exceeds the ability of the community 
to assume the bonds, buy the revenue bonds, and all too often the State 
funds when in existence are inadequate to buy a substantial portion of 
those bonds. 

We sincerely believe that it would be well for small business and 
new venture businesses to be able to go to an agency of the Government, 
submit their proposition, and in effect, have the Federal Gover nment 
buy stocks and securities in these new companies to get them off the 
ground and permit their orderly expansion. 

The Cuarrman. Thank you, Rex. 

I am very glad, let me say, that you brought in that last point. Our 
committee has gone into that rather fully in hearings during the last 
session of Congress. We have found that a truly remarkable job is 
being done in ‘the several States—you said about 17—through this 
kind of an organization. 

It was pioneered in New England, but it has spread into other parts 
of the country. We have testimony from one in Arkansas, for instance, 
that apparently was doing a very good job, and I think it is something 
that might very well receive attention and it is something that can 
be done ‘locally without the Federal Government doing it. “And I am 
glad that you threw that out for our consideration here today. 

Thank you. 

Mr. Trusey. Thank you. 

The Cuarrman. Thank you very much. 

Now, before we go further—I am sure many of you in the audience 
have met the members of our staff but for those who have not, I take 
pleasure in introducing them. 

On my left is Walter Stults, who is the staff director of the Small 
Business Committee. He has been with our committee for a long 
time. In fact, he was in Birmingham on the hearings in 1952, as a 
member of our staff. 

Over on the right is our counsel, Wiley Messick, who, by the way, 
comes from Alabama. Abbeville is his home. 

Back in the audience is one that a great many of you know: Lewis 
Odom, who formerly was counsel of the committee but, for the last 
year and a half, has been my principal secretary. 

Those are the staff members that we have with us today. 
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Mayor Morgan was to be with us, but there was a conflict this morn- 
ing in a meeting of the city commission. He said he would be in a 
little later and when the mayor comes in, we will call on him for.such 
remarks as he may care to make. 3 

At this time, I call Mr. Sim §, Wilbanks, attorney at law, Alex- 
ander City, Ala., president of the Peoples Trust & Savings Bank, 
Good Water, Ala. 

Sim, we are glad to have you with us. Come around and give us 
your statement as you see fit. 


STATEMENT OF SIM S. WILBANKS, ATTORNEY AT LAW, ALEXANDER 
CITY, ALA., PRESIDENT, PEOPLES TRUST & SAVINGS BANK AT 
GOOD WATER, ALA. 


Mr. Witpank. Senator Sparkman, Congressman Huddleston, and 
others, I want to say, first, that I endorse Congressman Huddleston’s 
statement and remarks, and I want to thank you for this opportunity 
of stating my views on the impact of Federal taxation on small 
business. 

It seems to me that the Senate Small Business Committee is perform- 
ing a fine public service by bringing this series of hearings to the 
people in their own sections and localities. I think that you will 
receive here today the real “grassroots” opinions of Alabama small- 
business men. 

I have had an opportunity to read the committee’s memorandum ° 
for witnesses, and I have studied rather hurriedly the five small- 
business tax relief bills that Senator Sparkman and others introduced 
during the last session of Congress. 

Before commenting on several of the various proposals for tax re- 
lief, I want to emphasize to the committee that some form of small- 
business tax relief is urgently needed and now. I know of no other 
way whereby small firms can get and keep the working capital they 
must have. 

The tight-money market has made borrowing proportionately more 
difficult for small business than for large business. Although the Fed- 
eral Reserve has reduced the discount rate by one-half of 1 percent, 
money is still tight. 

The proposal for the payment of estate taxes over a period of 10 
ears qual prevent the tax collector from liquidating many small 
usinesses which usually are the major sources of income to survivors 

of small-business men. I understand that the Internal Revenue Serv- 
ice may grant this 10-year privilege, but it should be made manda- 
tory in order that a man can plan more effectively for his family in 
the event of his death. 

Such a provision will bring peace of mind to small-business owners. 
Our national economy will also benefit from the continued operation of 
firms after the death of major shareholders. 

I think that the Internal Revenue Code provision—section 1361— 
allowing partnerships and proprietorships to elect to be taxed as cor- 
porations can be helpful to the small firms. That provision should be 
supplemented, however, with a converse provision allowing small, 


® See appendix 1, p, 1554. 
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closely held corporations to be taxed as proprietorships. The Federal 
Government should allow small firms to choose their form of organ- 
ization on business principles rather than on tax consequences. 

The alternative methods of depreciation—really more favorable 
methods of depreciation—allowed by section 167 of the 1954 code to 
purchasers of new equipment should be extended to purchasers of used 
equipment. It issmall firms that, usually, buy used equipment. They 
need the favorable depreciation methods under section 167 more than 
do the purchasers of new equipment. 

The 1954 code provision permitting deductions from taxable income 
for contributions made by employers to pension and profit-sharing 
plans set up for employees—and underline that word “employees”— 
was a helpful addition to the tax law. However, the term “employees” 
does not cover single proprietors and partners, although it does include 
corporation officers who may be major stockholders. This provision 
should be extended to owners of noncorporate enterprises. 

T would like also to recommend strongly that professional men be 
permitted to deduct reasonable pension-plan contributions from tax- 
able income. 

The very small retail store would certainly find some sort of stand- 
ard tax deduction helpful in preparing tax returns. Usually the 
owner of such a store has neither the time nor training nor the willing- 
ness to keep records adequate to obtain for himself all of his lawful 
business expense deductions. 

A graduated corporate income tax would give our economy a boost. 
If a small, new corporation could keep all of its profits except 5 percent 
or 10 percent until it could get into, say, a $20,000 to $50,000 bracket, 
then many more young firms could survive to take their useful places 
in our growing economy. 

It is my understanding that there are several different proposals for 
imposing a graduated corporate income tax. 

I favor the proposal made in the Sparkman bill, S. 352, but any 
bill that would materially reduce the tax on the first $10,000 of income 
would help the small corporation and our overall economy. 

The suggestion for a reinvestment exemption strikes me as being a 
useful form of tax relief to a small business. 

If the small firm could obtain a tax credit or deduction for part of 
the earnings that it plows back into the business, that would prove 
to be a powerful incentive for expansion of such firms and to the 
growth of our economy. 

It has been a genuine pleasure for me to be here and to comment 
upon suggested tax-relief measures for small firms. 

Gentlemen, we or you must do something, and, may I repeat, now. 

The Cuarrman. Thank you, Sim. 

Before you go, Sim—Congressman Huddleston, do you want to 
ask any questions ¢ 

Mr. Huppiestron. No. 

The CuatrmMan. Walter? 

Mr. Struts. No. 

The Cuarrman. Wiley? 

Mr. Messrcx. No. 

The CuHatrrman. I want to mention just one very brief comment. 
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I note your suggestion regarding the time payment that should 
be given for estate taxes. I think you are right in pointing that out. 
Certainly, for the closely held and family owned and managed busi- 
ness, it is a very important feature. Many businesses have had to 
liquidate in order to pay the inheritance tax. 

You say that the Internal Revenue Service may grant this 10-year 
privilege. I believe the law provides that in case of undue hardship; 
but, if I understand correctly, the big trouble has come in the con- 
struction of undue hardship. 

I believe that the holding is that if the assets of the company 
liquidated are sufficient to pay, well, then, the deferred payment will 
not be allowable. Of course, it is to get around the necessity of 
liquidation that we really need the deferment; so, even though the 
right is given to the Internal Revenue Service now, it is wholly 
ineffective because of the ruling as to what constitutes “undue hard- 
ship.” 

Mr. Wrrzanks. It is almost impossible to come under it. 

The CuarrMan. It is, without liquidating the company. 

Mr. Struts. If I may ask one further question ? 

Mr. Wilbanks, would you approve the payment of some sort of 
interest on that deferred estate tax in order to provide an incentive for 
the decendent’s estate to pay in a reasonable period ¢ 

That is, if the estate tax were deferred over a 10-year period, would 
you feel it would be fair to charge some sort of interest ? 

Mr. Wirranks. I certainly do. I certainly do. He has had the 
use of the money, or the estate has. It would certainly be fair to 
the Government and fair to the rest of us. 

Mr. Stvuuts. That would provide an incentive to settle up in less 
than the 10 years but would also give that length of time if needed. 

Mr. Wireanks. It wouldn’t be any giveaway proposition. It would 
be purely a business transaction. 

Mr. Stuvts. Thank you. 

The Cuarrman. Thank you very much. 

Next is Mr. Nelson Weaver of Nelson Weaver Cos., president of 
the Small Business League of Alabama, Inc. 

Nelson, will you come around ? 

Weare glad to have you with us. 


STATEMENT OF NELSON WEAVER, NELSON WEAVER COS., AND 
PRESIDENT, SMALL BUSINESS LEAGUE OF ALABAMA, INC., 
BIRMINGHAM, ALA. 


Mr. Weaver. I appreciate the privilege of being allowed to appear 
here in behalf of the Small Business League, and I do have a prepared 
statement I would like to read. 

Mr. Hupptesron. Excuse me. 

Mr. Weaver, before you go into your prepared statement, would you 
describe the operation of the Small Business League and its member- 
ship, and tell us a little something about it so that we can tell a little 
better in what capacity you are appearing before the committee. 

Mr. Weaver. The Small Business League of Alabama is a corpora- 
tion which has been formed during the past few months, about 6 
months ago. 
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Membership initially is made up primarily of people here in Jeffer- 
son County, who.are in various eat businesses. There are operators 
of drugstores, of small manufacturing plants, and of various other 
small businesses. None of them are considered, as we understand the 
definition, as being large businesses. 

The corporation has not been in existence except a few months and, 
therefore, its membership has not been spread to any degree over the 
States; although we feel that that will be done and we are working 
toward that end. 

Mr. Huppiestron. What is the approximate number of members here 
in Jefferson County ¢ 

Mr. Weaver. Approximately 20, sir. 

Any further questions / 

Mr. Huppieston. No, sir. 

Mr. Weaver. The appearance of the representatives of the Com- 
mittee on Small Business of the United States Senate in our city here 
to hear testimony regarding the problems of small business is greatly 
appreciated by our organization. 

During the past several years, you gentlemen and your staff have 
gathered facts and information that have enabled you to make recom- 
méndations that would aid the small-business man. 

Our hope is that sound recommendations which you have proposed 
will receive more widespread support than has been true in the past. 
The problem is not one so much of what should be done, as it is how 
we can get your suggested improvements and legislation adopted. 

Many people have been working on these tax problems of the small- 
business man. They should receive credit for their contribution to 
a sound program ; however, we have noted especially the contribution 
that our Senator Sparkman has made in directing the activities of 
the Small Business Committee. We are naturally quite proud of his 
record in behalf of the small-business man. 

Senator Sparkman has, during the past sessions, introduced on 
several occasions a number of bills which would directly benefit the 
small-business man. 

In particular, there are about five such bills relating to tax problems 
of the small-business man. ‘Those bills can be classified under general 
headings as follows: 

1. Installment payment allowed on estate taxes that are due, when 
the stock is held in small corporations. Installment payment would 
permit continuance of the business with the probability of additional 
taxes in the future. It would help avoid bankruptcy or insolvency 
that has occurred in the past when the Federal Government has de- 
manded immediate full payment of the estate taxes due. 

2. A graduated income tax so that small enterprises making less 
money would be taxed at a less burdensome rate. With this gradua- 
tion of tax, there would also be a raising of the surtax exemptions 
so that maximum corporate rates would not begin applying until some 
larger figure than $25,000 were chosen—say, $100,000 or $200,000. 
Such a legislation obviously would allow the retention of more earn- 
ings in the small business for the growth that is so necessary. 

3. Rapid depreciation allowed for used equipment purchases in a 
similar manner to the rapid depreciation now allowed for purchases 
of new equipment. This would enable the small businesses that are 
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usually the ones buying used equipment to retain a part of their earn- 
ings at a time when they need it. 

4. Allowance to small corporations of 10 or fewer stockholders to 
be treated as partners, if they desire, so that the double impact of 
taxes could be avoided. 

5. Allowance to members of partnerships or proprietorships or un- 
incorporated associations to have the option of treating themselves 
as employees for the purpose of adopting pension and profit-sharing 

lans. This would enable the small-business man who has no need for 
incorporating to have a similar advantage to the corporation that 
retains part of its earnings under pension or profit-sharing plans. 

Obviously, there are other recommendations that could and perhaps 
should receive your attention all relating to tax aspects of a snails 
business operation. 

We feel, however, that the Senate Small Business Committee, under 
Senator Sparkman’s chairmanship, has gathered sufficient informa- 
tion and has shown by the use of the facts available to it that the 
above noted proposals are most needed now and could be adopted with- 
out loss of revenue to our Federal Government. At the same time, 
the changes could provide the type of encouragement that the small- 
business man so desperately needs to survive and to grow. 

It is important, in our opinion, to recognize that the tax revisions 
being advocated and supported by associations such as ours would 
not actually result in a loss of revenue to the Federal Government. 

On the contrary, our understanding is that the Joint Committee on 
Internal Revenue Taxation has itself stated that some of the graduated 
income tax proposals would definitely not cause a reduction in Federal 
revenue. 

Other measures being proposed would also protect revenues of the 
Government and would gain some fairness for the small-business man 
and provide the same or similar treatment that is available to the 
larger businesses. 

An important fact and one which is frequently forgotten is that the 
small-business man of today, in working and struggling for survival, 
is not asking for any benefit which has not been obtained or known by 
the more successful large businesses. 

In fact, the largest businesses of today were able, during their forma- 
tive and earlier years, to retain extraordinarily high parts of their 
earnings. That is not possible under the conditions existing today. 

The small-business man does not expect to be able to retain 80 per- 
cent to 90 percent of earnings for growth, but he does expect to have 
a fair treatment so that at least a reasonable amount can be retained 
for growth and competition. 

In closing, we earnestly recommend to your attention a statement of 
the Joint Committee on the Economic Report which is to the effect 
that revision of taxes affecting small business is not something to be 
postponed until there can be an overall reduction in taxes. That is 
not the point. 

The revision in taxation is designed or should be designed to equalize 
the burden and to facilitate the growth of small businesses to provide 
the competition that a free enterprise system needs. 

Under these conditions, then, it is our hope that you gentlemen will 
not only receive the support you deserve for the sound recommenda- 
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tions which have been made and will be made in the future, but that 
you will call on this organization for such help as it is able to give. 

Believing that the principal problem is one of educating the public 
so that support will be gained, we conclude simply with our best 
wishes to you and ask you to let us know how we can help. 

Thank you. 

The Cuamman. Thank you very much, Nelson. 

George, any questions / 

Mr. Huppiesron. Yes, Mr. Chairman. 

Nelson, isn’t it so—I believe you touched on it in your statement— 
but isn’t it so that many of our largest corporations today were or- 
ganized back in the days before there was any such thing as income 
tax in this country, before there was any such thing as an estate tax 
and they were not plagued, so to speak, with the same problem that 
a new business attempting to get er today is plagued with? 

Mr. Weaver. That is entirely correct. I didn’t emphasize that as 
strongly as it could have been. 

Mr. Huppiesron. So the fact that Congress might give some little 
preferential treatment to small business these days certainly wouldn't 
indicate that they were enabling small business of today to catch up 
with small business of, s say, 50 years ago. 

Mr. Weaver. That is entirely right. I don’t think that condition 
might ever exist in our lifetime again. 

Mr. Struts. Just for the record, Mr. Weaver, what is the address 
of the Nelson Weaver Companies ? 

Mr. Weaver. 2201 Highland Avenue, Birmingham. 

Mr. Srvuts. Thank you, sir. 

The Cuarrman. Any questions / 

Wiley ? 

Mr. Messick. No questions. 

The Cratrman. You brought out the point in your statement of 
the recommendations of the Joint Economic Committee. 

I happen to be a member of that committee and have been ever since 
it Was organized. 

It was “set up as a new committee at the beginning of the 80th Con- 
gress, January 1947, and I was appointed a member at that time. 
I have been a member ever since. As a matter of fact, I could have 
been chairman of it but, in that event, I would have had to surrender 
chairmanship of the Small Business Committee. I preferred to take 
the chairmanship of the Small Business Committee. 

But the thing T want to point out is that that recommendation of 
the Joint Economic Committee, whose duty it is to stay continuously 
in touch with the economic conditions of the country—in other words, 
io keep its finger continuously on the economic pulse of the country, 
so to spe: ak—that committee unanimously made the recommendation 
to which you referred. 

We hear a great deal—in fact, one of the great arguments put up 
against tax relief for small business is that it ought to wait until we 
can give tax relief across the board. That committee, Democrats and 
Republicans alike, unanimously stated that tax relief for small busi- 
ness should not be postponed until there could be an overall tax-relief 
program, but that it deserved and required special attention. 

T am glad you pointed out that recommendation. 
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Mr. Weaver. Thank you, sir. 

The CuarrMan. The next witness is William Kling, of the Valley 
Pride Packing Co., of Huntsville. 

Bill, we are wor id to have you with us. 

Mr. Kune. Thank you. 

The Cuairman. We are glad to hear from you in your own way. 

Mr. Kune. Thank you. 


STATEMENT OF WILLIAM KLING, PRESIDENT, VALLEY PRIDE 
PACKING C0., INC., HUNTSVILLE, ALA., AND PRESIDENT OF THE 
ALABAMA MEAT PACKERS ASSOCIATION 


Mr. Kurne. Gentlemen, I have a prepared statement which I will 
read. 

My name is William Kling. I am president of Valley Pride Pack- 
ing Co., Inc., Huntsville, Ala., a very small meatpacking firm, em- 
ploying’ 35 people. I am a member of the board of directors of the 
American Meat Institute, Chicago, which represents about 80 percent 
of the meatpacking tonnage of the United States. I am also president 
of the Alabama Meat Packers Association, a group of plants located 
in and doing business in Alabama. 

We feel that all segments and interests should be considered if the 
Congress feels that tax relief is wise at this time. We do not feel that 
there should be a great number of special reliefs for special situa- 
tions. We feel that Congress is the best judge of the fair way to dis- 
tribute the tax load. But we also feel that there should be no 
loophopes. 

From a standpoint of corporations, especially small ones, we feel 
that tax relief is in order so that more risk capital can be attracted. 

As far as the meatpacking’ industry is concerned, the 1956 industry- 
wide earnings were nine- tenths of i percent on sales. In this case, 
fast depreciation writeoff isn’t too much help, as we must earn money 
for improvement or expansion before we can think about buying or 
building something to depreciate. In this same year there were 40 
other industries Whose earnings on sales were better than the packers; 
there were 19 individual corporations who each earned more than the 
meatpacking industry combined. 

We often get into trouble in our thinking when we refer to size. 
I think this is more of a mental condition, and the way our thinking 
is trained, rather than follow some of the rule of thumb legal defini- 
tions that we have, such as number of employees, percent on industry 
sales, and the like. 

For example, to me, with 35 employees, Haas-Davis, in Mobile, 
with well over a hundred, might look big. To Haas-Davis, the Zieg- 
ler organization, with three fine Alabama plants, might look big. 
And so up the line. To Ziegler, the Frosty Morn organization, with 
6 or 7 plants, might look big. To Frosty Morn, the Hormel plant, in 
Astin, might look big. And, to the top of the heap, to Hormel, 
Swift undoubtedly looks big. But, by the same token, my plant, with 
35 employees, cou 1d look big to a locker plant with 5 employees. 

Size is a mental attitude. It may seem like a strange thing for me 
to say, but, in times of stress or emergency, I am thank ful for the bigs. 
Frequently, we need their know- how and their ability to get an essen- 
tially big job done. They have their place, just as we have ours. 
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A small corporation finds it more of a financial burden to pay the 
first dollars of income tax than a large one. As example, less dollars 
are left for expansion and dividends by a small corporation after 
pena ie tax on, say, $40,000, than would be left by a larger con- 
cern after paying the tax on $250,000. 

Comparing the two companies, out of profits, a $5,000 expenditure 
for a machine is more important financially to the former than to the 
latter. As a result, the former company finds itself in the position 
of having to get more expansion distance out of its dollars by find- 
ing and taking a chance on used and rebuilt equipment rather than by 
buying new equipment. For this reason, it looks practical to me to 
have a graduated corporate tax rate with an increase in the exemption 
in the corporate income subject to surtax, and, if practical, a some- 
what lower normal tax. 

We need to be able to retain more of our earnings in order to meet 
expansion and obsolescence needs. With the need today of being most 
efficient in order to stay competitive and to stay in business, the fast- 
est and most productive machinery, processes, and equipment is 
needed. But frequently these machines and equipment become out- 
dated before they are worn out or fully depreciated. As an example, 
2 years ago a supposedly very advanced machine was put on the 
market in the meatpacking industry. It was a big timesaver and 
the latest thing. I was strongly concerned as I wasn’t in a position 
to buy one for my plant. However, just 2 years later, in 1957, a still 
more advanced machine was produced, doing the job in a revolution- 
ary manner not known before, and it made the 1955 piece of equipment 
obsolete. 

I was able to get up the money to buy the 1957 process because 
I would be left too far behind if I didn’t. But I am wondering if 
I am going to be holding a piece of old machinery in 1959. I had 
to make the gamble. This is but one example of the things that are 
constantly happening to meatpackers. 

The cost of the machines is in the $5,000 to $10,000 class, a piddling 
sum to some operators but quite a large one to others. This again 
shows that expenditure of this nature is more critical to some com- 
panies than to others. We need to retain more of our profits—if we 
can earn them—in order to keep up. 

There is one additional item that I would like to present to this 
committee. Mr. Messick had some question in his mind about it not 
being primarily a tax matter. At his suggestion, I have marked it 
“Supplemental Remarks” and have attached it as page 4 of this state- 
ment, and it is as follows: 


SUPPLEMENTAL REMARKS 


A specific hardship, which was not planned or particularly con- 
doned by anyone, was placed on the small meatpackers by virtue of 
most of them having State inspection rather than Federal, in 1956 
with the USDA hamburger-purchase program, involving 50 million 
pounds. The basis of this program was to attempt to strengthen the 
cattle market at that time. The very mechanics of this program 
required this product to come from the numerically few but larger 
volume federally inspected plants. And please note from my earlier 
remarks that I am not complaining about bigness. But I feel that 
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if the Federal Government is going to buy up surplus-meat products 
to support the farmer’s price schedule, the farmers and processors in 
each State should be given equal opportunity to participate in this 
program and not put it in the hands of a few large companies. 

I think it only fair that the Government allocate a certain amount 
of money, or proper amount, to our States and let the local packers, 
as well as the federally inspected ones within that area, bid on the 
product and deliver it to public institutions, rather than give it to 
other packers who may have little or no interest in the farmer or overall 
economy of a State. 

Thank you, gentlemen, for your time and courtesies, and for per- 
mitting me to appear before you today. 

The Cuatrman. Thank you. We are delighted to have you with 
us. 

Congressman Huddleston ? 

Mr. Huppiesron. I don’t think so, Mr. Chairman. 

The CuAtrman. Mr. Stults? 

Mr. Sruurs. Mr. Kling, your basic problem then, is when you do 
have a good year and make some profit, you find it difficult to retain 
enough earnings in the business so that you may modernize and keep 
up with the rest of industry ? 

Mr. Kurne. That is correct. 

Mr. Sruurs. Therefore, either tax legislation which would take 
fewer dollars out of the first, say, $25,000 you earn, or a bill which 
would allow you to reinvest earnings in plants and equipment would 
tend to give you some sort of relief to your most urgent problem; is 
that correct ? 

Mr. Kune. That is correct. 

Mr. Stouts. Mr. Chairman, that is all. 

Mr. Messick. I have no questions. 

The Cuamman. Thank you very much. 

At this time I should like to read into the record a telegram I have 
just received from Congressman Car] Elliott of the Seventh Alabama 
District dated December 2, 1957. It is addressed to me and reads as 
follows: 

TELEGRAM FKOM CONGRESSMAN CARL ELLIOTT 


I am happy that your committee is holding hearings in Alabama today. I 
regret that previous engagements in the Seventh Congressional District of 
Alabama prevent me from being with you. However, I do want you to know 
that I am deeply concerned over the tax problems of the small-business men of 
Alabama. Your committee will render a great service by recommending a com- 
prehensive program to relieve the competitive inequities under which small 
businesses are taxed. I recommend that small corporations be permitted to elect 
to be taxed as partnerships; that proprietors of small unincorporated businesses 
be treated as employees under pension and profit-sharing plans; that small busi- 
nesses be permitted to elect a standard deduction for income-tax purposes; that 
deductions for additional expansions of small businesses be permitted ; and that 
alternative methods of depreciation more favorable to small businesses be 
adopted. 


It is signed “Car] Elliott, Member of Congress.” 

Also I should like to place in the record a letter from Mr. Thomas 
H. Fox, Anderson Electric Corp., Birmingham, Ala. He has asked 
that it be inserted in the record as a statement from him. That will 
be done. 

97385—58—pt. 3——-12 
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(The document referred to is as follows :) 


STATEMENT OF THOMAS H. Fox, PRESIDENT, ANDERSON ELECTRIC CORP. 
BIRMINGHAM, ALA., November 29, 1957. 


Hon, JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

DEAR SENATOR SPARKMAN: Indeed it is a pleasure to present the views of An- 
derson Electric Corp. to the Senate Small Business Committee on the impact 
of Federal taxation. 

Like all corporations, we are desirous of maintaining civic leadership. We 
have opinions on the present Federal tax structure that are believed to be sound 
and worthy of consideration. 

Anderson Electric Corp., incorporated in the State of Alabama, manufactures 
and sells a broad line of aluminum and bronze electrical transmission, substa- 
tion and distribution connectors to electric utilities and original electrical- 
equipment manufacturers. We have a complete aluminum products division 
at Leeds, Ala., and the administrative office and bronze division are located 
at Birmingham, Ala. The average employment for the past year has been slight- 
ly under 500. We are members of National Small Business Mens Association, 
and are qualifying with the Atlanta office of the Small Business Administra- 
tion. 

Like all firms manufacturing and selling high-quality products and having 
aggressive management, it is our desire to earn a satisfactory return for the 
stockholders and to generate funds to permit plant and staff expansion for ever- 
increasing growth. 

Firmly, we believe that there must be sound tax-relief legislated during 
the 2d session of the 85th Congress, and that any furor about the missile pro- 
gram and the anticipated demand for increased Government spending must not 
sidetrack a program of tax reform. 

Let us state that we are unduly interested in the defense of our country and 
do not recommend reductions in this area, but rather we believe that sensible 
trimming of expenditures, give-away programs, and pure waste on the part of 
nondefense agetcies would yield sizable budget reductions and support tax 
reforms. 

You are well aware that the Federal tax structure remains in all essential 
respects much as it was in 1945. Although 12 years have now elapsed since 
World War II, small business, and all business for that matter, still lives un- 
der the pervasive influence and domination of a tax framework largely war- 
induced. It is safe to say that the present tax structure has been built more 
to meet the revenue requirements of total war rather than the economic growth 
of these past years. Anderson Electric Corp. has been very fortunate to par- 
ticipate in the prosperity of economic growth of the past several years. As a 
growing company in a growing industry, Anderson has set for itself reasonably 
ambitious goals calling for the maximum retention of earnings for continued 
plant and staff expansion. In spite of prosperity and our determination to suc- 
ceed, we have keenly realized that the excessive rates of corporate tax, both 
the normal rate of 30 percent and the combined rate of 52 percent, deaden growth 
incentives and prevent the accumulation of funds out of current earnings to fi- 
nance expansion programs and reward individuals for their venture capital, 
and in return encourage a greater supply of venture capital. 

For the reasons of the economic growth of our Nation in the past and for its 
continued prosperity, as well as extending that growth and continued prosperity 
to Anderson, we solicit your serious support for the features of the bipartisan 
Sadlak-Herlong (H. R. 6452 and H. R. 9119) program for the reduction of cor- 
porate-tax rates spread over a period of years. It is our belief that the pro- 
posed legislation provides for the gradual and orderly reduction of rates, which 
reduction can be financed out of the future economic growth of the country. 
It is impossible here to go into the full details of this recommended legisla- 
tion, with which we believe you are well acquainted, Over a 5-year period, the 
Sadlak-Herlong proposal would bring the Federal corporate tax rates down from 
52 percent to 42 percent, the present normal tax being reduced from 30 percent 
to 22 percent and the surtax from 22 percent to 20. To us, at least, this proposal 
removes the excessive rates imposed by the war energies and increases initiative, 
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insures economic growth, and provides capital for expansion and for firms of 
our representative sizes. 

As stated, we recommend that sound tax relief be legislated and urge your 
consideration of the Sadlak-Herlong proposal or one having similar basic fea- 
tures of reducing the tax rates throughout the tax structure. Further, we believe 
that a great managerial psychological block will be remeved whenever Congress 
deems it wise to reduce the Federal corporate-tax rate from 52 percent to a fig- 
ure of less than half the corporate earnings. The management of American 
businesses are due a terrific accolade for creating the growth climate that has 
been enjoyed since the war years under the pressure of having more than half 
of earnings paid out in Federal taxes. We believe that the individuals whr 
comprise management find it difficult to rationalize their industry, initiative, and 
creativeness when looking at statements of earnings for any given period and 
realizing that more than half of their energies and earnings of their corpora- 
tions are contributed to the Federal-tax structure. 

Once tax reforms are enacted to reduce the combined rate to less than 50 
percent of earnings, such as outlined in the Sadlak-Herlong proposal, manage- 
ment of businesses such as ours and smaller will free themselves of the psy- 
chological yoke and stand erect and exercise their full growth powers. Such 
action, in turn, will bring about greater economic growth, which will finance 
any basically sound economic tax reduction. 

Further, we solicit yvour review of the double taxation that now exists on 
corporate earnings and on dividends of stockholders and owners of risk capital. 

During June 1956 we were privileged to offer stock of our corporation to the 
public in order to generate funds for plant improvements and expansion, re- 
quired for growth. First hand, we were confronted with encouraging a market 
for the stock and developing risk money to be freed for investment in a firm 
whose earnings would be taxed by the Federal Government at a rate of 52 per- 
cent, by the State at 3 percent and whose dividends would again be taxed in 
the form of individual tax returns. An undercurrent of unwillingness to invest 
money on the part of individuals was due, in part, to the small 4-percent divi- 
dend credit granted individuals and suppliers of risk capital. While we recom- 
mend that the tax structure be modified for corporations to encourage growth, 
we also recommend that the dividend credit granted to individuals be raised to 
a substantial level; 30 to 40 percent, to stimulate individuals to continue fur- 
nishing ever needed funds for continued economic growth. 

As another horn in the dilemma which we believe worthy of correction is 
section 531. Imposition of Accumulated Earnings Tax, which imposes a tax on 
accrued earnings which might be devoted to expansion. We believe that the 
accrued earnings credit should be increased to permit small businesses to retain 
a higher percentage of earnings without excessive taxation. 

Modification of the Federal tax structure as we recommend removes the 
present penalty on hard work and risk taking and furnishes a reward of con- 
tinued economic growth for all concerned. 

We are pleased to submit these opinions on the present tax structure and 


reiterate the urgency and importance of sound tax relief to be legislated during 
the 2d session of the S5th Congress. 


Very truly yours, 
ANDERSON ELectric Corp., 
Tuos. H. Fox, President. 
The Cratrman. Next is Mr. Harold Van Baalen. Will you come 
around, please, sir?) Weare glad to have you with us. 
You proceed in your own way. 


STATEMENT OF HAROLD VAN BAALEN, PUBLIC ACCOUNTANT, 
BIRMINGHAM, ALA. 


Mr. Van Baaten. I ama practicing public accountant in Birming- 
ham. Iam not certified. I think, however, that what I have to talk 
about here this morning would apply equally to a certified public 


accountant’s practice as well as that of a public accountant. Our 
problems are similar. 





1220 TAX PROBLEMS OF SMALL BUSINESS 


A tax is a tax. Each tax in the total tax structure, local, State, 
and Federal, is felt at its particular level. Some taxes are broader 
in their tax base than others. Some come under the category of hid- 
den taxes, which are excises. 

The full effect of the Federal tax structure is felt because it covers 
the broadest possible tax base and for that reason constitutes a social 
force, as well as a revenue-raising measure for the legitimate func- 
tions of Government. 

The Federal tax structure is different because taxation is not only 
for the specific needs of Government, but also for political, inter- 
national reasons, and for special purposes such as waging war, taking 
care of disaster situations, and research, to mention “4 a few. 

The tax burden of the American public seems to be particularly 
oppressive. The high incidence of Federal taxes has very greatly 
limited risk taking and expansion by the small-business man. 

A small-business man, to me, means one who is usually a sole pro- 
Heber partnership of from 2 to 5 people, a close corporation owned 

y a family (but not necessarily so) whose sole purpose is the sup- 
port of their families (as opposed to public corporations), and from 
which decent livings are derived in direct ratio to capital invested 
and services expended. 

This would mean firms in this country whose volume is less than $1 
million. Since the tax structure limits the availability of after-tax 
dollars, when the high cost of living is considered, it means that there 
is a distinct leveling of savings and normal business expansion. The 

rincipal complaint I hear from most of my clients is the “bite” the 

ederal tax structure takes. 

Generally, then, the Federal tax structure is the most powerful social 
force, economically speaking, in America today. I might go so far 
as to say that taxes have created classes of people and that continued 
high taxation can only lead to economic iad moral bankruptcy. Tax 
relief is necessary. 

In passing, it might seem that a discussion of tax relief is academic 
in view of recent international developments. 

In your Memorandum for Witnesses you suggest four possible forms 
tax relief should take. It seems that the relief should take a form 
aimed at an adjustment in favor of the small-business man who, be- 
cause of his economic position, may not bargain successfully in the 
money market. 

Most of my own corporations—that is, my own clients—have net 
income before Federal taxation of less than $15,000. When you con- 
sider a 30-percent Federal tax “bite” and 3 percent for the State of 
Alabama, this becomes a substantial portion of the money that might 
be termed “risk capital” for future expansion or from the reimburse- 
ment of loans made with which to expand or with which to create 
needed working capital in times of low business activity. 

Any tax relief given to the small-business man must be realistic 
in the sense that there will be a substantial reduction to those corpo- 
rations earning less than $5,000 net before taxes. I would favor a 
graduated corporation normal tax and a reduction of tax bracket from 
30 percent to 25 percent on the first $25,000 of net income. 

Special relief for small business, sole pooper and partner- 
ships, could take the form of earned-income credits for income pro- 
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duced through personal services or a deduction allowed for additional 
capital invested that is not permanent and would be withdrawn within 
a reasonable length of time. 

A revival of the earned-income credit could be tied in with per- 
mitting a proprietor of an unincorporated business to be treated as 
an employee who qualified for profit-sharing or stock-bonus plans. 

Other special relief for small business could take the form—and I 

think this is very necessary—of an optional capital loss computation 
which would, in effect, grant a reasonable maximum from capital 
losses in 1 year rather than the $1,000 limitation presently in the tax 
law. 
_ The taxpayer could have this election to either take this special 
capital-loss computation I propose of $5,000 in 1 year, or use the 
present method with the limitation. If a taxpayer elected the $5,000 
optional capital-loss deduction, he would be precluded from using for 
the next 5 years the capital-loss carryover, except that he would be 
‘entitled to apply capital losses to the extent of capital gains. This 
would have the effect of helping small business realize the full eco- 
nomic value of unusual capital losses. 

The following numbers refer to your Memorandum for Witnesses: 

1. Estate-tax relief should be granted to those estates who are not 
able by reason of their investments in rental property, annuities, 
leaseholds, and so forth, to raise the necessary cash with which to pay 
estate taxes without mortgaging the income of the estate for a con- 
siderable length of time and thus deprive the beneficiaries of the enjoy- 
ment of the income thereof. I personally have had instances where 
estate taxation has made serious inroads into good estates, who be- 
cause of the nature of their investments or principal were in a short- 
cash position. 

2. I think the provision of the tax code allowing certain qualifying 
partnerships and sole proprietors to elect to be taxed as corporations 
is only borrowing trouble and ought to be excluded from the tax law. 

3. The taxpayer ought to be able to use any method of depreciation 
on a consistent basis—that is, without changing methods from one 
year to the next—that will clearly permit him to recover the cost of 
his investment in physical plant or depreciable assets over their use- 
ful and/or economic life, there being in some instances a difference 
between useful and economic life. 

And I would like to add that this should apply to both new equip- 
ment purchased and to used. 

The Cuairman. Mr. Van Baalen, do you mind if we break in 
there, or would you rather wait until you finish ? 

Mr. Van Baaten. No, sir. 

The Cuamrman. Going back to No. 2, “I think the provision of the 
tax code allowing certain qualifying partnerships and sole proprietor- 
ships to elect to be taxed as corporations is only borrowing trouble 
and ought to be excluded from the tax law ;” now, that is the law now. 

Mr. Van Baaten. Yes, sir. 

The CuarrMan. That was put in the 1954 tax law. 

Then, am I to understand that the reverse of that would be true, 
too, then, which is not in the law but which we have recommended in 
view of this provision in the law? In others words, do you think we 
are borrowing trouble both ways ? 
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Mr. Vaw Baaten. I think you are borrowing trouble to keep it in 
the law; I think it ought to be excluded. 

The Cuatrman. I know. But I am talking about the other way 
around. Allowing—and this was actadebensied by the President's 
Cabinet Committee, you know, as well as by our committee—allowing 
closely held small corporations—I believe the Cabinet Committee said 
not more than 10 stockholders, ali of whom participate in the active 
conduct of the business—allowing such corporation to be taxed as 
partnership, if it saw fit to do so. 

Now, what would be your recommendation on that ¢ 

Mr. Van Baaten. Well, sir, you are raising so many practical 
problems I hesitate to answer yes or no, or give you a definite idea 
but I do think under some circumstances it would depend on the 
nature of the corporate business, I think, more than anything else, 

If it were a corporation closely held by a family, who possibly 
had a long leasehold on a piece of property where that would prob- 
ably be their only source of income, I could see where it might be 
advantageous to them to elect to be taxed as a partnership. But if 
it were a trading corporation, even though closely held, that might 
present another problem. 

There would be unrealized receivables, questions that might come 
up, even though they elected to be taxed as a corporation, and you 
would have to have special things in the law on how to treat them 
should they be dissolved in view of the fact that they might be taxed 
as partnerships. 

It is a question I couldn’t say “yes” or “no” to. But I think the 
reverse of that could be true as far as closely held corporations. It 
would depend on the nature of their income. 

The Cuarrman. Of course, I admit that the great part of the feel- 
ing on my part, that such cor porations should have that privilege, 
is based largely on the fact that Congress did write into the 1954 act 
a provision that permitted partnerships and proprietorships to be 

taxed as corporations. If it is good for one, it seems it would be good 
for the other. 

Mr. Van Baaten. I agree. You have an important point. 

If that was the purpose of having that put in the law; but the 
practical problem that this thing raises, as far as the individuals them- 
selves are concerned, is more what I was thinking about, rather than 
the purpose behind passing that portion of the law. 

The Cuatrman. Allright. Thank you. 

Mr. Sruurs. If we did, Mr. Van Baalen, though, work out some way 
of taking care of the practical problems, do you not see some benefits 
in allowing a business to choose its form of legal entity on other 
than tax grounds ¢ 

Mr. Van Baaten. You mean, that by doing that, even though they 
might operate as a partnership, it would be more advantageous for 
them to be taxed otherwise to make it legally possible for them to do 
it, to reduce the overall incident of taxes ? 

Mr. Stvuuts. Yes. 

Mr. Van Baaten. I think it is a good idea, but you are going to get 
into some hybrid accounting methods, some hybrid taxes, which the 
tax man won’t acquiesce to even though it is written in the law, and 
he probably would attempt to limit the thing, if I know the way the 
revenue boys would act. 
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Mr. Srurts. As he has, under section 1361 right now ? 

Mr. Van Baa.en. Yes, sir. I am afraid he would take a very 
limited view of the situation. 

The CuatrmMan. Of course, section 1361 has actually not been acti- 
vated. It has not been put into effect. 

Mr. Van BAaten. Well 

The Cuatrman. Regulations, I believe, have not yet been promul- 
gated. 

Mr. Van Baaten. I am not familiar with whether the final regu- 
lations were passed or not. 

The Cuarrman. All right. 

Mr. Van Baaten. No. 4—4 has been discussed previously herein 
= 1 possible solution has been advanced. 

Graduated corporate taxes ought to reduce the taxation of the 
first $5,000 of net income of a corporation to a figure approximating 
121% percent of that first $5,000. This is for normal tax purposes only. 

6. Since all ordinary and necessary expenses of a business are con- 
sidered as a tax deduction, to grant relief in a form of a special stand- 
ard deduction for small business would be an unequitable tax adjust- 
ment for the man who spends his money legitimately on ordinary and 
necessary expenses in his business operation, as opposed to the man 
who could take advantage of his standard deduction and who did not 
spend his money for business operations. In other words, this pro- 
vision would only create jealousy between specialized groups of tax- 
ae 

. Outright deductions of additional investments made during a 
yeas would serve no general purpose, except as one possible method 
of establishing limitations of an earned-income credit. 

8. Tax relief most certainly should be in the normal tax bracket for 
smaller corporations. Relief is not as great a problem to be solved 
for larger corporations paying taxes in the surtax bracket. I would 
reduce corporate normal tax rates on a graduated basis and make the 
tax brackets: $0 to $5,000; $5,000 to $10,000; $10,000 to $15,000; 
$15,000 to $20,000. 

I omitted the one accidentally between $20,000 and $25,000 when 
this was made up. 

The surtax bracket to apply same as now above $25,000, but the 
rate reduced by 5 percent. 

Lastly, among my clients certain nuisance taxes and penalties, in 
a manner of speaking, have been asserted over a period of the last 
several years. These are directed to your attention for possible con- 
sideration as, in my opinion, they serve only to aggravate the already 
high tax structure. 

I might add, too, sir, that these are based on practical experience 
that I have had in my practice, and on other accountants, too. 

A. Penalties for failure to file declaration of estimated income tax 
as an enforcement device is of doubtful value. Taxpayers upon pay- 
ing their full tax on their income-tax return feel that they have dis- 
charged their obligation to the Government and to further penalize 
for failure to comply with the regulations governing estimated-tax 
payments and returns without proper regard to possible economic 
factors involved in noncompliance 1s erroneous and, in my opinion, 
escapes the true purpose of enforcement penalty. 
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B. Certain excise taxes at the manufacturers’ level need to be 
removed so that small manufacturers can maintain their competitive 
business positions. Some of my clients who are small manufacturers 
are forced to absorb these excise taxes. 

C. Permit a tax deduction to professional people— doctors, lawyers, 
accountants, et cetera, so that they may fund out of income their own 
savings programs for retirement or, by this savings, a supplemental 
insurance program for retirement. 

D. There should be no limitation on losses on nonbusiness bad debts 
where transactions are entered into for profit except that the maximum 
loss allowed should be $5,000, in line with my previous recommendation 
for an optional capital-loss deduction. 

E. Permit the spreading or averaging of income for tax purposes 
upon election of the taxpayer whose business—contracting, profes- 
sional—the cycle of which for completion of work, is apt to cover a 
period greater than 1 year, that is, beginning in one year and be com- 
pleted in another. 

Perhaps the most important aspect of the small-business man’s 
problems is a matter of representation before the Treasury Depart- 
ment by his accountant. When a taxpayer has a man who holds a 
Treasury card—who is generally a certified public accountant, at- 
torney, or a former Internal Revenue agent—he has no problems. 
But, when he has a noncertified man, such as myself, who generally 
operates his office and conducts his professional business on a par with 
that of any certified firm, he does have a problem. Most of us do not 
have Treasury cards. 

However, I, as an individual, have experienced only a very minor 
negative reaction to handling cases before the Treasury Department. 
So far, I have not had any difficulty. However, I am only one out of 
thousands, 

The National Society of Public Accountants is presently trying to 
obtain a limited Treasury card for its members through the group- 
chief level. This is largely a matter of commonsense. The non- 
certified group handles a very large segment of the returns filed in 
this country. 

And, incidentally, the group that I belong to here in Alabama filed 
some 77,618 Forms 1040, individual returns, in this State last year. 
This is based on statistical data compiled by the National Society of 
Public Accountants, and throughout the United States the group of 
which I am a member, of which there are about 7,500 accountants in 
the country, filed over 8 million Form 1040 returns, and, of course, the 
audit problems involved in those come directly back to us, and that is 
why I mention this. 

he small taxpayer deserves recognition for his regular accountant 
for his protection as an American taxpayer under our system of self- 
assessment. He certainly should not have to go elsewhere after hav- 
ing retained a man for a period of years who is familiar with his 
problems, the taxpayer personally, and the wide ramifications of his 
affairs when a tax case is pending. 

There is no issue here of practicing law. In my personal opinion, 
the members of my association as a group are as capable as any prac- 
ticing accountants who handle the type of business we do, regardless 
of whether they are certified or noncertified. 
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Tax relief should be granted and, as I understand it, the desirable 
way to do this is to spread the base of the relief so that the larger 
companies will feel the full weight of the tax relief and the small- 
business man will be given a lesser burden as far as the national 
economy goes than he now contributes. This is all right provided 
that the relief is enough from a monetary standpoint to make a sub- 
stantial difference. 

It would seem to me that when defense orders are passed out, small 
business should receive a greater share than they now do. 

Special certificates of necessity for rapid depreciation should be 

iven to small firms who engage in research work or whose expansion 
is required by reason of national security. 

I want to thank you very much for the privilege of appearing here. 

The Cuarrman. Thank you, sir. 

Any questions? 

Mr. Sruurs. Mr. Van Baalen makes a very kind offer on page 5, Mr. 
Chairman, where he said that his oral statement could probably be 
supplemented by additional statistical observations. 

Mr. Van Baaten. That I propose to take from this little booklet, 
sir. I thought, in view of the nature of the hearing and since one of 
the small-business man’s problems was a matter of having representa- 
tion, that I was going to give whatever statistical information was 
in that booklet to your committee. 

Mr. Srutrs. Well, as I listened to your testimony, I would say that 
this committee is delighted whenever it can get whatever information 
is available—unfortunately, we can’t pay for it—from you lawyers 
or accountants; but if you would desire and if you would feel it help- 
ful to us to give us some of that sort of information, our record will 
be held open for about 2 weeks. 

Mr. Van BaAaten. Perhaps the booklet itself would be sufficient. 
It is already prepared. 

Mr. Sruurs. That would be fine, if you would submit it for the 
committee’s files. 

Mr. Van Baaten. I can get extra copies. 

Mr. Strutts. Thank you. 

The Cuarrman. Thank you. 

Next, Mr. A. J. McCurry, Jr.; McCurry Furniture Co. of Warrior. 

Weare glad to have you with us. 

Mr. McCurry. Thank you. 


STATEMENT OF A. J. McCURRY, JR., McCURRY FURNITURE (CO0., 
WARRIOR, ALA. 


Mr. McCurry. Mr. Chairman, counsel, and witnesses, I have a 
very brief statement. 

I try to make a living in a little furniture store, and I don’t have too 
much time to prepare these things. It has been filed with the com- 
mittee. 

The Federal tax creates a greater difficulty for small business than 
for the larger competitors. 

Small businesses do not have lawyers and accountants to cope with 
all Federal regulations. Such professional people demand top pay 
for their services and most small businesses cannot afford them, even 
on a part-time basis. 
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Large businesses, on the other hand, have their legal departments 
and accounting departments, which study the tax laws and are able 
to save the company money on their taxes. 

In its 1956 annual report, United States Steel set aside for depre- 
ciation one-third of its’ profits. This means, of course, that the cor- 
poration has made additional capital investments of tremendous 
amounts of money. 

A small business owned individually—unincorporated—by a per- 
son with a large family of children ranging from preschool to college 
age has very little capital—cash—left to reinvest for improvement 
or enlargement of the business. Therefore, the financial statements 
of small businesses show a very small amount set aside for deprecia- 
tion. 

In our own little partnership—assets less than $150,000—our 1956 
depreciation figure was almost nil. We need new depreciable equip- 
ment, but we do not have the capital to invest. When it becomes ab- 
solutely necessary, we will be forced to borrow at a high rate of in- 
terest to secure this equipment. This action will put additional strain 
on our small business. 

One of the reasons for the plight of small business is the oppressive 
effect of income taxes which prevents the retention of enough earn- 
ings for growth capital. 

One way to relieve this situation would be to increase exemptions 
for dependents. 

For instance: children up to 6 years old, $600; from 6 to 12 years, 
$800; and from 12 to 21, $1,000. Thus, the exemption would affect 
the increase as the actual expense increases, up to the age 21, or when- 
ever they cease to be dependents. This could have the effect of allow- 
ing small business to retain some of its earnings for growth capital. 

The individual income tax is a direct tax on small business. I think 
there should be provisions allowing any business to deduct from net 
income for tax purposes an amount equal to “additional investment” 
in depreciable assets or inventory during the taxable year, but not to 
exceed 20 percent of such income, or $30,000—whichever is lower. 

Now, that is no idea of mine. I got ; from a Congressional Record 
speech by the Honorable Thomas “B. Curtis. And he has got some 
good information in it. 

Being a furniture dealer, I am affiliated with the National Retail 
Furniture Association, and I got some information from them. They 
have an office in Washington that do nothing but study, try to lobby, 
I suppose, anything beneficial for the member rship. 

The present Federal estate tax also presents a burden on small busi- 
ness. Under the present law the estate tax is due within 15 months 
after the date of death. Most small businesses suffer because of such 
a short time in which to satisfy the tax. 

The result is that an owner of a small business faces the prospect 
that after his death payment of the tax on his estate will economically 
injure not only his business but his heirs as well. 

I think certain changes in the law could be made to lessen the 
burden on the taxpayer and at the same time not reduce the amount 
of tax very much. 

A longer period for paying the estate tax, say on the installment 
plan, would give some relief. Or allow deduction for life insurance 
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to cover this tax, and allow deduction for estate-tax anticipation 
bonds from taxable estate. 

That is my statement. 

The Cuamman. Thank you very much. 

George, here is a good constituent of yours. You may want to ask 
him some questions. 

Mr. Huppiesron. We are certainly happy to have you here. 

Mr. McCurry. Thank you. It is an honor to be here. 

Mr. Huppieston. You are one of our outstanding small-business 
men here in Jefferson County, and we are very happy to have your 
comments. 

The Cuairman. Our next witness is Mr. R. B. Watson, Watson 
Hardware Co., of Atmore. 

Mr. Watson, would you come around. We are glad to have you 
with us. 

Mr. Watson. Thank you, sir. 

The Cnarrman. Give us your statement as you see fit. 


STATEMENT OF R. B. WATSON, PROPRIETOR, WATSON HARDWARE 
CO., INC., ATMORE, ALA., AND PRESIDENT, ALABAMA COUNCIL 
OF RETAIL MERCHANTS 


Mr. Watson. Senator Sparkman, Congressman Huddleston, and 
others : 

Thank you very much for this opportunity. I wish to take this 
opportunity to thank the committee and the counsels to the committee 


for this opportunity of appearing before you at this time. It is cer- 
tainly a distinct honor to me, and I hope that my statements will be 
to some extent used toward alleviating some of the severe problems 
which we, as small-business operators, have in trying to make a living. 

You who have devoted serious thought and study to our problems 
in this Nation certainly have a broader view of the solution than I 
have. Your counsels and financial experts, I am sure, have studied 
the economic impact of our tax structure on all facets of our life and 
activities as applied to various groups and multitudes of different busi- 
nesses, Government necessity of tax money, and the effect of present 
taxation, and the unwise methods of reduction of taxes on Govern- 
ment and society in general. 

I am certainly not qualified in this field of endeavor to authorita- 
tively say what the solution should be. I can only give you some of 
the situations as they appear to me in my activities and business. 

I am an operator of a small retail est: vblishment in each of three 
towns in south Alabama. In trying to do my part in our industry, I 
have taken on the obligation and work of being president of the 
Alabama Council of Retail Merchants. I am also a member of the 
Alabama Retail Hardware Association and of the National Retail 
Hardware Association. I am a member of the board of governors of 
the national association. 

In these activities, I have observed in a general way the problems 
and activities of my own fellow merchants. This observation has con- 
vinced me that most of us small-business operators are just about in 
the same boat on these various effects of the present Federal income 
tax and the present Federal estate tax. 
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It seems to me that our immediate direct problem in the operation 
of our business is to have enough money for needed increase in invest- 
ment in order to carry on our business in the same relation as it was 
carried on, for instance, in 1935 and 1946. The need of this increase 
in investment dollarwise, of course, is contributable to a large extent 
to inflation; however, some of the cause is new methods, advanced 
technology, and further growth of the economy. 

Another very serious problem is that of keeping our business and 
our investments in such a way that the business can be carried on by 
heirs or other interested people after the death of the present operators. 

For this reason, the Federal estate tax is oppressive and presents to 
the present operator a problem as to how to arrange his business and 
his estate so that it can be carried on as it should be. 

In a small business such as we have, there is no opportunity of sell- 
ing shares in the business on the open market, and it is very nearly im- 
possible to sell the business as it is without crushing sacrifice. It seems 
almost impossible to divide the estate so that the Federal estate tax can 
be paid and still keep the business solvent. There seems to be no buyers 
available for taking the business over as a whole at the time of old age 
or retirement of present operators of the business. 

And I may inject here that there were several bills set up in Con- 
gress or brought forward in Congress, which I have superficially 
looked over. Some of them have a great deal of merit. 

The bill that Senator Sparkman has introduced I think certainly 
has a lot of merit, and I appreciate very much his direct interest in our 
problems. 

The fact that I am not an expert on those things, I think, precludes 
the idea that I can ive any advice in regard to them. 

In that regard, I have said something in my prepared statement 
about the Curtis bill because of the background of the associations 
that I am associated with being in favor of the Curtis bill. 

So, continuing with my prepared statement— 

For this reason, it seems that the Curtis bill, which is H. R. 5735, 
would make a better approach for relieving the problems. I am quite 
sure that the features of the Curtis bill have been presented to you and 
that you well understand the differences in this bill from some of the 
other bills that have been presented to Congress. Therefore, I will not 
take the time to go into these features in detail. 

Briefly, to my way of thinking, the Curtis bill does provide funds 
for necessary investment and growth of the business. At the same 
time, it would give the tax department over a long period of time an 
opportunity of recovering this tax concession. This would be true 
because of the fact of increased income that would show up over a de- 
ferred period. 

The Curtis bill does not penalize any size of business nor any classi- 
fication. It applies to all types of business and all classifications. 

Surveys indicate that 88 percent of all retail stores are unincor- 
porated, necessarily being operated by individual proprietors or 
partnerships. Therefore, any relief given to corporations or cer- 
tain classifications would not cover the whole area of needed relief. 

Also, the Curtis bill provides some relief on estate taxes in that 
it allows the purchase of up to $100,000 worth of non-interest-bearing 
certificates. This would not be counted in the estate of the decedent. 
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The 10-year period to pay the balance of the tax, of course, is a tre- 
mendous help because of relieving the very much restricted time now 
of 15 months. 

Our State associations and also our national associations, such as 
the National Retail Hardware Association and the American Retail 
Federation, together with quite a group of other trade associations— 
as a matter of fact, about 60 other associations—have studied various 

roposals for tax relief and have come up with the thought that the 
Bortis bill is the best one for all segments of our Nation. 

I concur in this thought and, therefore, ask that you seriously 
consider recommending the Curtis bill to Congress. 

I propose to now show briefly the effect of taxation upon our 
business as between 1946 or 1947 and 1956. 

Incidentally, Congressman Huddleston, in presenting some of those 
facts and figures, seems strangely in my field because of the fact that 
they almost balanced with some of my figures. 

In order to get a picture of our operations in relation to national 
figures, I would like to point out that the national retail dollar value 
of all products in 1946, according to the Federal Reserve System, was 
a basis of 100; that is, started at 100 in 1946. 

In 1956, the retail value of all products was 125. Our sales for 
1946 to 1947 based at 100 gave us 115.3 for 1956. 

This, to me, shows to some extent the effect of competition and 
actually a drop in relationship to total sales. 

Actually, in the same category, our National Retail Hardware As- 
sociation shows much smaller growth than we in our individual busi- 
ness show. ‘That is, on 100 in about the same category as far as vol- 
ume, and so forth, nationally, in the hardware business, there is 
only about 3 points advance in 1956 over 1947. 

According to the purchasing power of the dollar, the Department 
of Commerce shows 100 as a base for 1947, and 85 for 1956. This, of 
course, ties in very closely to the above figure of total sale of prod- 
ucts at retail. 

The National Retail Hardware Association analysis for 1947 
showed that the average hardware dealer had to have $1,940 per 
$10,000 worth of sales. In that year, our inventory per $10,000 
worth of sales was $2,675. 

In 1956, NRHA showed required inventory per $10,000 worth of 
sales at $2,770. Our needs were $3,922. 

This, of course, indicates that we are, in a less active area, having 
to carry approximately the same value of merchandise but not get- 
ting as much turnover. 

In relation to the percent of net income to sales, our records show 
that in 1946 our net income to sales was 11.6 percent. 

In 1956 the net income to sales was 6.6 percent. I might add that 
we have additional operations in relation to these sales now that we 
did not have in 1946; that is, such as financing of accounts, operation 
of central warehouse, operation of Ready-Mixed Concrete Co., and 
real estate income from the stores which produced those sales. This 
is true in 1956 and not true in 1946. 

In other words, we have had to expand in order to get a profitable 
operation and, even then, the percentage is nearly half of what it was 
10 years ago. 
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In 1946 we did not have to depend so much on borrowed money to 
carry on our operations. 

As an instance, the percentage of income to investment in 1946 was 
23.3, and in 1956 the percentage was 12.2. In relation to the percent- 
age of borrowed money to investment in 1946, it showed only 13 per- 
cent; whereas, 1956 showed 91 percent. 

We have had to go to banks, relatives, and friends who had some 
money that they could let us have, in order for us to continue carrying 
on our operations as we would have to carry them on to make a 
success. 

You will note that we are using virtually as much borrowed money 
in our operations as our total investment. In other words, we now 
only own half of our business; whereas, in 1946 we owned 87 percent 
of the business. 

In 1946, the percent of tax to net income total, that is, that includes 
all of our operations together with all of the owner’s income from the 
business—that may be ambiguous. 

What I am trying to get across is the fact that these owners in the 
business receive their income from the operation of the business, some 
of it from different departments of the business, and whether it is 
incorporated or whether part of it is partnership—which, incident- 
ally, we do have—nevertheless, in order to be fair, I included the in- 
come from all of the owners of the business where that income came 
from any related part of the business. 

Mr. Stvurs. Including salary payments? 

Mr. Warson. Including salary to the owners. 

Mr. Struts. To the owners. 

Mr. Watson. Yes. 

The Cuatrman. May I ask this question at this point? 

T have been very much interested in these figures that you are giv- 
ing, but T am not clear in my mind. 

Do they apply to the retail hardware stores in Alabama or in the 
Nation ? 

Mr. Watson. No, sir; these are our figures. 

The Cuarrman. Your own. 

Mr. Watson. Our personal figures. 

The CHatrmMan. I wasn’t certain whether they were personal or 
whether they were the State or the Nation or region. 

These are all related to your own business; is that right ? 

Mr. Watson. Yes. 

Mr. Huppiesron. Just your three stores. 

Mr. Watson. Yes. 

Mr. Huppieston. You mentioned that in 1946 the ratio of bor- 
rowed money to your own investment was 13 percent, and that has 
increased in 1956 to 91 percent. 

What, in your opinion, would have happened in connection with 
your business if, as in many other cases, you hadn’t been able to borrow 
that money on terms sufficiently satisfactory for you to be able to make 
a profit ¢ 

Suppose you had been unable to expand because you would not have 
been able to borrow the money for expansion purposes, as happens 
in so many other small businesses ? 
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Mr. Warson. Well, sir, as far as I can see, we would have lost 
volume. We would have lost the relationship of investment; that is, 
our investment would have gone down. 

As I will show a little further over, we didn’t gain in investment, 
even then. But we did keep a living income for the members of our 
organization. 

Mr. Hupptesron. Your sales to income figure dropped to 6.6 percent 
even as it was ? 

Mr. Watson. Yes, sir. 

Mr. Hupptestron. And if you hadn’t increased your volume, prob- 
ably you wouldn’t have been able to adequately support the people on 
the payroll. 

Mr. Watson. That is true. 

One incident of that might be this: that our volume—I don’t 
believe I have it in the figures—our volume, after all of our borrowing 
and expansion and going into different phases of the business, in- 
creased only about 40 percent more than what it had been in 1946. 

In other words, we increased our borrowing and in that way in- 
creased the total assets nearly double, but we did not double the sales, 
and the income was even less in 1957, in relation to 1946. 

Mr. Hupptesron. Mr. Watson, you mentioned that these loans were 
from friends and members of the family, and also from banks. 

Have the banks been able to give you pretty satisfactory terms on 
your loans from them, so far as the period of time and interest charges, 
and so on ¢ 

Mr. Watson. Well, sir, I don’t mind giving you the rather detailed 
situation there. 

We have lines of credit with five banks. Four are county banks 
in our rural county, and one is a city bank in Mobile. Those lines 
of credit have been very adequate, I think, and they are open lines 
of credit. 

Without long-range borrowing, it is actually 90-day notes, but with 
the understanding that they would be renewable, which they have 
renewed without any contention at all. 

The rate of interest has been just moderately reasonable. Up until 
the scarcity of money, we were borrowing at about 5 percent, but now 
we still have our same line of credit, but with the rate of interest up 
to 6. 

The Cuarrman. I want to ask another question on that increase in 
borrowing. 

It seems to be rather steep, from 13 percent in 1946 to 91 percent 
in 1956. 

Was the increase gradual over that period of time, or did it come 
steeply in 1956 ¢ 

Mr. Watson. Yes, sir; it was reasonably gradual. 

Actually, this increase was not primar ily for equipment. The in- 
crease in borrowing was primarily for money to finance accounts, the 
same accounts that we had been selling. 

In other words, we went more fully into installment business in 
order to give us the return and to give us the opportunity of sales 
that we felt that we should have. 

The Cuarrman. Well, it really represented, then, you would say, 
a conversion in your business methods. 
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Mr. Watson. Toa great extent ; yes, sir. 
The Cuarmman. Allright. Thank you. 
Mr. Watson. I am going to go back and repeat part of this sen- 


In 1946, the percent of tax to net income total, that is, that includes 
all of our operations together with all of the owner’s income from the 
business, amounted to 17.6 percent. In 1956, the percent of tax to 
net income was 23.9 percent. 

The reason for this apparently low ratio of tax is because of the 
dividing of the income of the busmess with the number of partners we 
had in it. 

Incidentally, as brought out further, there were six partners back 
in 1946, not all equal partners. 

According to the above statement regarding income to investment, 
that is, the drop in that, and regarding the borrowed money, it would 
seem that our investment should be considerably more in the 10-year 
period. However, our books show that from 1946 to 1956 our invest- 
ment account dropped about 3 percent. 

In analyzing net income from all of our operations, we find that 
we have had a 44 percent drop in 1956 from what that income was in 
1946. 

In this relation, there were six wage earners who made a living out 
of operations of this business in 1946. This applies, of course, only 
to owners and stockholders in the business; that is, six owners and 
stockholders. It does not apply to salaried employees who are simply 
employees of the business. 

In 1956, there were only three of these owners-wage-earners in the 
business. 

We found that we had to somehow reduce the number of owners 
in the business and the number who were receiving income from the 
business by their work in order for all of us to make the income that 
it was necessary for us to make, 

The remaining members of this business, that is, the three, bought 
out the other three in an attempt to give the opportunity of reason- 
able income to all of the members originally in the business back in 
1946. 

I might say, instead of using money we used investment of value, 
stock of goods, and such as that; and that possibly is one reason for 
the—well, it is one reason for the drop of 3 percent in our investment 
account, but it is not the whole reason. 

I would like to say a few words in regard to the Federal estate tax 
as it may affect my estate. 

At the present rate, the tax would average about 25 percent of the 
estate. ‘The estate is composed primarily of the retail mercantile busi- 
ness, together with the accounts and real estate. There are virtually 
no quick liquid assets. 

The assets as listed above could, of course, be sold; but, because of 
the nature of the assets, they would necessarily have to be sold at a 
tremendous sacrifice and, even then, it would take a period of time to 
effect this sale. 

If the estate was given time and with the proper management, it is 
possible that lionid funds could be accumulated in order to pay the 
tax. 
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Mr. Messick. You mentioned earlier the proposals in the Curtis bill, 
Mr. Watson. 

Do you think a mandatory period, that is, a 10-year period in which 
the estate could pay the taxes, would it also be ‘helptul Would it 
complement your ideas on the Curtis proposal for tax anticipation 
certificates ? 

Do you think if your estate, as a matter of right, is given 10 years to 
pay the tax, that that would help to solve the problem? 

Mr. Watson. Yes; I think it would. It would give us a much better 
chance to solve it, certainly. 

The $100,000 tax certificate which is in the Curtis bill, to me, is theo- 
retical. I don’t know just how many people would invest money in a 
certificate of that kind. Of course, none of us think we are going to 
die. We are always going to live forever, you know; but if I were 
older and had funds, perha ips I would feel that I should invest a few 
thousand dollars in a certificate of that kind. However, frankly, I 
wouldn’t invest any now. 

Mr. Messick. The reason that I asked you to compare those 
two bills—you mentioned the other proposal in one of Senator Spark- 
man’s bills—is that the committee has heard some criticism of the 
Curtis bill, because it would create stagnant capital. You see, the 
money that you would be setting aside would to some extent be lost 
to the economy; whereas, if you have 10 years to pay the tax after 
your death, during your lifetime you will be employing this capital 
in expanding your “business and mi iking more jobs. 

That has come out in other hearings, in other cities, and I just 
wanted to mention that. 

Mr. Watson. I can see that point. 

The CuarrMan. It seems to me there is this point, too. 

There is nothing to prevent a businessman today from buying 
$100,000 of interest-bearing bonds and setting them aside. The only 
difference, as I see it, is that you would be allowed to do here; you 
would be allowed to take the $100,000 out of the estate, but it is non- 
interest-bearing. 

Now, I don’t know. It seems to me that if you took the $100,000 
money and invested it in interest-bearing securities, you would actu- 
ally have a better deal than just setting aside $100,000 out of the busi- 
ness without any interest on it. 

Mr. Watson. Well, sir, wouldn't this be a point in favor of the 
$100,000 certificate? That is, that the $100,000 that you take out and 
set aside is not included in the estate. That is No. 1. 

No. 2 is that that gain that you have made, if it is 25 percent or 
whatever it might be, is not subject to continued income tax. 

The Cuarrman. But it would be only from the interest, where here 
your money is s draw ing no interest. 

I will admit I am not an accountant, and I certainly can’t figure 
those atid out in my head that quickly, but that thought. occurred 
to me. 

I think, however, you put your finger on the real difficulty, and 
that is, When would the businessman decide that he should do this? 
He would put it off, put it off, put it off. 

1 would readily subscribe to a proposition of that kind, making it 
possible for him to do it; but I believe that for the average small busi- 
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ness, the deferment is much more important than the possibility of 
setting aside and setting up a stagnant fund of that kind. 

Mr. Watson. I have one personal example of that, if it is not taking 
up too much time. 

My father is still living, 85 years old. About 10 years ago, he had 
quite a problem of knowing just how to settle his estate, and he was 75 
at that time; and I am sure—well, I will go back a little. 

His estate consisted virtually of some of these same things. He was 
in the same kind of business. I am sure that if this provision in the 
law had been there at that time, that he would have bought some 
tax-exempt certificates on that. It would not have been $100,000, 
because he wouldn’t have needed that much. It would have been a 
few thousand dollars, maybe $10,000 or something of that kind. 

However, since he has lived 10 years, I think that would have been 
a mistake to have done it at that time. 

The Cuatrman. And you probably would start wondering whether 
or not it was wise for you to do likewise. 

Mr. Watson. I think that is true. 

The Cuatrman. I think it has some real possibilities, but I believe, 
all in all, the greatest degree of relief to the average small-business man 
who is concerned about the estate tax will come from a mandatory 
provision giving him the absolute right, or his estate the absolute 
right, to spread the payments over a period of 10 years. 

Mr. Watson. Well, we are asking for that, too, of course. 

The Cuarrman. And I certainly would not withdraw from that, 
even if I endorsed this set-aside fund. 

Mr. Watson. We were wondering whether there couldn’t be some 
further exemption, other than the $60,000, or, in the case of a marital 
situation, $120,000. 

Of course, that is just putting off the evil day, isn’t it, counting the 
$120,000? 

The CnatrMan. Yes. 

Well, I think this is a thought to bear in mind, and I thought I 
would, in connection with what you said about the bill by Mr. Curtis. 

Mr. Curtis is a member of the Joint Economic Committee. I am 
on the committee with him. I know him quite well, and he is a man 
who gives a great deal of thought and attention to matters of this 
kind; and I am certain that he has many good provisions in his bill. 

But I have found the small-business problem, and particularly in 
the tax field, so complex that I have never seen a single bill that I 
thought gave relief. 

That is the reason, at the beginning of the last Congress, I intro- 
duced the five different bills, each one complementary to the others, 
but I felt all of them were necessary in order to give real relief to 
small business in the tax field. 

Mr. Watson. I can surely understand that; yes, sir. 

By referring to a paragraph above, in relation to percentage of 
borrowed funds to investment, you will note that we are now operating 
our business with a ratio of 91 percent of borrowed funds to the 
investment. 

It is easily seen that it would be very difficult if not impossible to 
borrow additional funds in order to settle the estate where this ad- 
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ditional amount would be 30 to 50 percent more in relation to the 
investment. 

Inasmuch as it is impossible to go on the open market and sell 
securities or to sell stock in this business, we seem to be up against 
a blank wall as to steps that should be taken regarding the carrying 
on of the business. 

Over a period of several years, of course, we could gradually liq- 
uidate the business by selling off various portions of it. However, 
at that rate, that would be destroying income. I feel that some such 
plan as outlined in the Curtis bill—and, incidentally, some of the bills 
that Senator Sparkman has introduced and has talked about this 
morning—will tend to give relief in this regard. 

It has been a pleasure to present my views to you, and I hope that 
I have presented them in such a way that you will be able to use some 
of the facts toward recommending congressional changes. 

Thank you very much for your consideration. 

The Cuarrman. Thank you. You have given us a very fine state- 
ment and one that I know will be helpful. 

By the way, in announcing Mr. Watson, I failed to say, I believe, 
though he included it in his statement, that he is president of the 
Alabama Council of Retail Merchants. 

Mr. Watson. Yes, sir. 

The Cuarrman. And that should be given in his title. 

Any further questions ¢ 

(No response. ) 

Mr. Watson. Thank you very much. 

The CuHarrMan. Thank you, sir. 

John Wood of the Wire Products Company of Birmingham. 

Is Mr. Wood here? 

(No response. ) 

That was the last witness listed for this morning. 

I have noticed here some of the witnesses listed for this afternoon 
are present. If any one of you who is listed for this afternoon would 
like to use the time between now and 12:30, we will be glad to hear 
from you. That is entirely up to you. If anyone wants to volunteer, 
we will be glad to have you. 

If not, we will recess and come back— 

Allright. 

Mr. Durrett. I don’t know whether I am on the list or not. I 
have been out of town. 

I would like to make a brief statement. 

The CuarrmMan. Do you havea prepared statement ? 

Mr. Durrett. Yes. 

The Cuatrman. Mr. Milton R. Durrett, who is the executive secre- 
tary of a number of associations—the Alabama Food Council, Ala- 
bama Wholesale Tobacco Association, Alabama Wholesale Grocers 
Association, Birmingham-Jefferson Restaurant Association, and the 
Alabama State Restaurant Association. 

We are glad to have you with us. 

You just proceed in your own way. 
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STATEMENT OF MILTON R. DURRETT, BIRMINGHAM, ALA., EXECU- 
TIVE SECRETARY OF ALABAMA FOOD COUNCIL; ALABAMA 
WHOLESALE TOBACCO ASSOCIATION; ALABAMA WHOLESALE 
GROCERS ASSOCIATION ; BIRMINGHAM-JEFFERSON RESTAURANT 
ASSOCIATION; AND THE ALABAMA STATE RESTAURANT ASSO- 
CIATION 


Mr. Durretr. Thank you. I certainly appreciate being with you 
gentlemen today and appreciate the honor Birmingham has in having 
you with us. 

The 5,000 members composing the Alabama Food Council range 
from the small rural grocery store with an investment of less than 
$5,000 to the largest locally owned chains within the State. In addi- 
tion, we have as members: food manufacturers, wholesalers, dairy pro- 
cessors, and other segments of the food industry. We do have as mem- 
bers a few national organizations. 

In most part, our membership is composed of comparatively small 
businesses. The maximum sales volume enjoyed by any of our mem- 
bers is $50 million a year. Our smallest members will sell less than 

$50,000 per year. 

In most instances the businesses of our members are unincorporated. 
A majority of those which are incorporated are family-owned 
businesses. 

All of our membership has many mutual problems. Primarily, 
these problems are : 

1. Securing capital for replacement, expansion or modernization. 

The inability to accumulate funds from profits, plus the inability 
to secure financing from private sources, places these small businesses 
ina very difficult position. 

Those of our members who are fortunate enough to accumulate 
an estate large enough to be subjected to inheritance taxes are finding 
it necessary to dispose of their businesses in order to leave their estate 
liquid. 

The type of business represented by me recommends the Curtis 
bill, H. R. 5735, to the Senate and this committee. 

It provides for small business to deduct from earned net income for 
expansion and replacement 20 percent of net income or $30,000, which- 
ever Is greater. 

We also recommend to the committee serious consideration of a 
provision in the estate-tax laws permitting at least 10 years for settle- 
ment. This provision is badly needed by the type of business we 
represent, which are mostly family or closely held business firms. 
The present law which requires payment within 15 months is extremely 
harsh. 

We appreciate the privilege of appearing before this committee. 

We could enlarge on our statement but know that many of these 
matters have already been presented to you, and that you are perhaps 
most thoroughly familiar with the problems as noted by us. 

Thank you. 

The Cuarrman. Thank you very much. We appreciate your giving 
us that good statement. 

(seorge (Congressmen Huddleston) ? 
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Mr. Huppiesron. I just have a comment, Senator, about Mr. 
Durrett. 

I watched him operate in connection with his activities as the execu- 
tive secretary of the Alabama Wholesale Grocers Association and the 
Wholesale Tobacco Association, and these other organizations, the 
Food Council; and I can say from my own personal experience, the 
committee would do well to heed any comments Mr. Durrett has to 
make on this subject or any other subject relating to the small-business 
man. 

Mr. Durrerr. Thank you very much. 

The Cuamman. Any questions? 

Mr. Stuuts. No, sir. 

Mr. Messick. No, sir. 

The CuatrrmMan. Anyone else want to take advantage of 15 minutes? 
(No response. ) 

If not, the committee will stand in recess until 2 o’clock. 
(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
2 p. m., this same day. ) 
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AFTERNOON SESSION 


The Cuairman. Let the committee come to order, please. 

This morning when we started I told you that Mayor Morgan, whom 
we had hoped to have with us, was tied up in a commission meeting, 
and that he would be in Jater. The mayor is here now. 

Mr. Mayor, we are delighted to have you here with us today. We 
are grateful to you and members of the commission for permission to 
use this fine hear ing room, and if you will say something to us, we will 
greatly appreciate it. 


STATEMENT OF HON. J. W. MORGAN, MAYOR, CITY OF 
BIRMINGHAM, ALA. 


Mayor MorcGan. Senator Sparkman and gentlemen, I hardly know 
what to say because you are the one who is going to do most of the 
saying today, but I just wanted to express our appreciation to Senator 
Sparkman and his staff for setting up the meeting in Birmingham. 
Of course, it is a pleasure to have him here at the city hall. 

One thing I want to say about him. I have never had the oppor- 
tunity, much, to tell of the fine things that I have experienced with 
Senator Sparkman in connection with Birmingham and Alabama. I 
know where his heart is. I have never called on him a single time 
that I didn’t get a response and cooperation, and it was generous 
cooperation, not lipservice nor just a letter. He went to bat and, in 
most cases, he produced. 

I was telling some fellows the other day that there is one man, while 
he has gone over to the foreign lands, and everything, I know that 
while he is gone, he is wor king, because he just doesn’t stop working. 
He is over there gaining, I think, valuable information that will be 
worth so much to them up in Washington, where they have problems. 

There is only one thing I think this committee—sure, he started on 
these trips all around. T asked him, “Why don’t you relax and take 
it easy for a little while? Soon you are going back into session.” I 
know how he works in Washington. The same with Senator Hill. 
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They both work. They are a wonderful pair of representatives up 
there. They are good, and they do a wonderful job, and I wanted to 
compliment them for the many, many things they have done. ’ 

I want to say, too, Senator, we are putting two more floors on the 
Social Security Building up there that you helped us with; 700 em- 

loyees that we would never have had if it hadn’t been for a lot of 
hel from you. 
here are so many things there, that I haven’t had the opportunity 
to publicly say what you have done, but you have never let us down. 
And I am very glad to have this opportunity to make this brief 
comment. 

Have a good meeting. The building is yours. These people, I 
know, are yours. They know you are sincere in what you are trying 
to do up there, and you are the daddy of the small-business interests 
there, and we wish you well. 

So, with that, I will run out now, and perhaps come back later. 
Thank you for coming. 

The Cuarrman. Thank you, Mr. Mayor. We appreciate your re- 
marks. 

Commissioner Waggoner was here a few minutes ago. Do you have 
something to say ? 

Commissioner Waagconer. I would just like to say we are happy to 
have you here. We are proud you set up one of your meetings here in 
Birmingham. Anything we can do to further your program, let us 
know. Weare at your service. 

The Cuarrman. Thank you. 

I haven’t seen the other commissioner, Commissioner Connor. He 
is not in here, is he? 

Well, we are certainly glad to have these two members of the com- 
mission come by. 

Now, let us get started with our afternoon hearings, and our first 
witness is Sam S. Hays, attorney at law, Birmingham. 

Sam, will you come around, please. We are glad to have you with 
us, and we will be glad to hear from you at this time. 


STATEMENT OF SAM S. HAYS, ATTORNEY AT LAW, 
BIRMINGHAM, ALA. 


Mr. Hays. Senator, and members of the panel: 

Before giving my prepared statement from the outline which you 
have, I would like to make a few comments about the small-business 
problem, in general. It has occurred to me, listening to the testimony 
this morning and also in reading the testimony that has been printed 
with reference to the preceding hearings, that we are really working 
on a problem for the small-business man, a problem that he cannot 
handle himself. 

All of us know that there will be failures in a small business, simply 
because there will be incompetents, there will be inability on the part 
of management. That type of failure is no problem of the Senate 
Small Business Committee nor of our legislature. 

The type of problem that the small-business man faces that is a 
problem of small business is the one that he cannot handle by himself, 
and a problem he cannot handle by himself is the one that results 
from the terrific impact of Federal taxation. So it is certainly in 
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order for the Senate and for your Select Committee on Small Business 
to devote a great deal of attention, as you have, to helping him on a 
roblem he cannot solve by himself. 

Now, with reference to the term of “small business,” every business- 
man, no matter how small he is, looks forward to the day when his 
friends and his enemies will be calling him a big-business man, and I 
think that it is our job to help him and to take away as many of the 
obstacles that there are in front of him as we can, so that he can, on 
his own, develop and grow, according to his ability, so that some 
day he, too, might be a big-business man. 

The third point—and I think the most crucial point—is that we need 
to inject life, energy, into our small-business men so that they can 
provide the competition that a free-enterprise system needs. We hear 
so much about a free-enterprise system, and I, for one, am one of its 
most ardent supporters, and yet obstacles that are thrown in the path 
of the small-business man and his development are, to my mind, obsta- 
cles and obstructions to a free-enterprise system that would make this 
Nation even stronger than it is. 

With those thoughts in mind, and recognizing that your Senate com- 
mittee has already had before it some of the best expert testimony avail- 
able in the United States, I would like to make these observations 
about the proposals that are currently before you : 

Now, with reference to the option for corporations with 10 or fewer 
stockholders to be treated as partnerships, the importance of that 
simply results from the double taxation that is on the owner of a small 
corporation ; the first tax, obviously, on the corporation; and then, the 
second tax, if there is any money left, for distribution on the dividend 
itself. 

During the early years of a new business, that new business is char- 
acterized by small profits or losses and failures. Consequently, all 
savings possible are needed for it tosurvive. Owners of new busines- 
ses, generally, take small salaries from the corporation, so that moneys 
will be left for growth. This human approach causes the uninformed 
small-business man to pay taxes quicker and in greater amounts, so 
that success and survival can be less likely. If he pays average salaries 
and compensation to management, then the stockholders in that small 
corporation are prevented a return on their investment, simply because 
what would otherwise be a profit has gone in the form of compensa- 
tion and salaries. 

Now, after a business has passed its formative stages and is making 
anormal profit, the corporate tax structure discourages further growth 
orimprovement. With a tax that strikes 30 cents from the first dollar 
of profit for the corporation and 52 cents from the amounts above 
$25,000, the small business has little left for expansion or development 
or improvement. 

The small-business man who is a stockholder-owner of a corpora- 
tion and is a director or officer, soon finds that the business may be 
considered quite successful, but he may be realizing only a relatively 
small profit for the success which he has caused. 

There is little prospect for return on investment of the stockholder 
who is not active in management. Instead, the ones who usually bene- 
fit are those who are active and who can justify compensation in the 
form of salaries or other benefits not obtainable for the stockholder as 
an investor. 
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Permission to be treated as partners rather than stockholders would 
allow distribution of profits to stockholders whose capital was very 
necessary but who themselves may be unable to participate in the active 
management. 

Now, with reference to another proposal, principally the one re- 
garding graduated tax and an increase in the surtax exemption, a small 
corporation needs funds for growth most during its early years of 
business, and at a time when it would be cl: ssified as a small business, 
Profits being normally small during those years, it is imperative that 
encouragement be given to these businesses when encouragement is 
needed. 

A 52-percent tax on amounts above $25,000 is too heavy a penalty 
for a young business to pay for operation under the cor porate form, if 
that business expects to grow or even to survive. 

Undoubtedly, the exemption should be raised to some such figure 
as $200,000, and the corporation would still be paying a tax but not 
at the 52-percent rate, and reasonable amounts could then be retained 
for growth and stabilization. 

With the value of our dollar having declined, as it has, the $25,000 
exemption is unrealistic, and it penalizes the small-business man. 

The only objection heard to this type suggestion comes from those 
individuals or groups who have benefited from much, much lower 
income taxes in the past, and who have been able to develop themselves 
into the larger and more sizable businesses. 

The third proposal relates to the record depreciation allowance 
for used equipment purchases. Small-business men now should not 
be misled into thinking that the allowance of a rapid depreciation 
alone will save them tax money. The real effect is simply to postpone 
the tax to a later date, and perhaps to a time when the business 
itself will be making a greater profit and, therefore, taxed at a 
higher rate. 

From the small-business man’s point of view, however, the real 
importance of this rapid depreciation lies with the opportunity to 
expand and to retain earnings at a time when they are most needed 
during the uncertain years of organization and early development. 

Now, with reference to another proposal, the estate taxes that 
result from stock ownership in closely held corporations, there un- 
doubtedly should be in our laws a provision which would permit 
installment payment of those taxes when they are due. 

One of the most tragic experiences that a lawyer can have is to 
see a small business actually forced on the block for sale at a ridicu- 
lously low price simply to meet a tax obligation when the Federal 
Government would have greater benefits if the business were allowed 
to survive and pay the estate tax and also additional income taxes 
in the future. 

All of that is wiped out if there is insolvency or bankruptcy re- 
sulting from that terrific impact of an estate tax being called in at 
one time. 

The suggestion for installment payment of estate taxes is cer- 
tainly a logical one and combined with the present provision allow- 
ing special redemption when the stock constitutes more than 35 
percent of the estate. These 2 together would, in my opinion, be a 
very effective device for avoiding the forced bankruptcies and in- 
solvencies that have heretofore occurred. 
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a Now, Senator Sparkman, and you members of the panel, and guests, 
wa you have been courteous to let me make these comments in these few 

minutes about these four tax proposals, that have already been con- 
sidered at great length at many other places and in much greater | 





re- 


all detail. However, I want to impress upon you something that needs 

of special attention : | 
ay The Senate Small Business Committee has for the past several ! 
‘at years that I know of, after a careful study, made a number of recom- 

; mendations which would without question benefit the small-business | 
” man and give greater vitality and strength to our national economy. | 
Ity Yet nothing ha as been done in a subst: anti al sense because obstacles 


| 
“e have been thrown in the path of these tax revisions. | 
’ Now, how can that be so when we are told that no later than this | 
past July the President of the United States indicated to the chairman 


‘pA 
il of the House Ways and Means Committee that he approved adjust- | 
ed ments to allow closely held corporations to be taxed as partnerships, 
rapid depreciation for used-equipment purchases, installment payment 
10) of estate taxes for closely held corporations, and the special allowance 
of losses to investors in small-business ventures? 
‘iil Now, also, in the President’s economic report to Congress under the 
ree heading of “Widening Opportunities for Small Business,” the Presi- 
via dent asked that early “consideration be given to the recommendations 
of his Cabinet Committee on Small Business. | 
ai The same four recommendations, above discussed by me, were by 
rot that committee recommended to the Congress for favorable consid- 
‘on eration. 
ni _ There is no doubt in my mind that if the President and the admin- 
alla istration wanted tax relief for small business, they could get it and 
‘ without a loss of one red cent in revenue. i 
Also, following the presentation of the the economic report in this . 
aa year of 1957, the Joint Committee of the House and Senate, consider- 
“4 ing that report said—and this was mentioned earlier in the day, but 
me I want to give you the quote of the Joint Committee on Economic 
Ae Report: : 
rat Congress, however, should not defer tax revision until budgetary and economic | 
in- conditions permit general tax reduction. In the light of recent developments, 
. the committee believes there is a compelling reason for the taxwriting committee 
nit of Congress to develop during the current session a program for adjusting the 
tax burden on new and small businesses. The object of these adjustments should 
to be to provide a greater opportunity for such businesses to participate more fully 
“u- in the general growth and prosperity of the economy. 
ral Also, we have organizations that continue to say that they desire 
ed tax relief for small business. In fact, I have yet to hear anyone who i 
ces would state flatly that he was against a measure which would obviously i 
benefit the small-business man. | 
re- Even the manufacturing associations of one State appeared before . 
at your committee to report that their membership favored—and, 


get this—some basic exemption to permit reinvestment for growth 


ay purposes. ; / 
w- Second, raise the $25,000 surtax exemption to a higher figure, 
35 and graduate the tax rates. 
a If I am not badly mistaken, that was the New Jersey Manufacturers ! 
in- Association at your October 2 meeting.’ | 
7 See pt. 1 of Hearings on Tax Problems of Small Business, 85th Cong., 1st sess., p. 531 
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I think that this is a remarkable report, to say the least, and I cer- 

tainly hope other State manufacturing associations will fall in line. 

Now, all of this leads us to a very disturbing situation which is that 
the Senate Small Business Committee has made recommendation after 
recommendation which would help the small-business man and give 
some needed tax relief. 

Senator Sparkman has introduced at least five tax bills, every one 
of them directed toward helping the small-business man and giving 
him assistance and making growth possible. 

In spite of all these actions and in spite of the support stated by a 
number of notable persons, we do not have the tax relief that the 
small-business man needs. It seems apparent that the big problem 
is to educate the public so that recommendations that you rand your 
committee have already made, will be supported and passed; ‘and, 
seeing as I do in the record that that support is supposed to be coming 
not only from Democrats but from Republicans and from leaders in 
our national economy as well, I sincerely and earnestly hope that the 
recommendations of the Senate Small Business Committee will receive 
the support they deserve. 

Thank you, sir. 

The Cuarrman. Thank you, Sam. 

Any questions? 

Mr. Srvts. Mr. Hays, on page 2 of your outline. you deal with the 
proposal to allow closely held corporations the option to be taxed as 
partnerships. 

In point (c) you ask that permission be given so that they may be 
treated as partners rather than stockholders for those who invest in 
these closely held corporations. 

Most of the proposals that we have gotten along this line, limit this 
relief and this option to a closely held cor poration all of whose stock- 
holders shall be active in the management of the company. 

Your statement would tend to indicate that you feel this is unduly 
restrictive. 

Mr. Hays. Mr. Stults, I had qualms about putting that paragraph 
(c) in my outline, because I had read those bills providing for that 
benefit to be allowed only to active stockholders, and then it occurred 
to me that this tax problem is directly related to the credit needs of 
small businesses; and I may be pushing a point, but I don’t think so, 
in saying this: 

The impact of these Federal taxes, the income taxes on the smaller 
businesses, at a time when they need as many of the dollars earned as 
they can get for growth and in order to compete, that impact takes 
away from them funds that they cannot obtain elsewhere. 

If stockholders in those small corporations could make that invest- 
ment, you would have what I think the Republicans and more con- 
servative people, including myself, refer to as “venture capital,” 
new source of venture capital ; and, believe me, I am not insistent apell 
this being the final word any more than I am any other part of this 
outline: but I do believe that thought deserves some srcieuabon: 

Mr. Stvurs. Thank you. 

Mr. Messick. That point has been raised before in testimony. I 
think it isa very good point, the difference that you make. 

The Cuarrmman. Thank you very much. 





in J 
siza 
mol 
sma 


mo} 
Wwe | 
the 
this 
a hs 
$16. 
S 
tion 
An 
har 
S 
But 
litt] 
hav 
get 


TAX PROBLEMS OF SMALL BUSINESS 1243 


Our last witness this morning, Mr. John Wood, was not. present. 
He is here now. 

He tells me he has a very brief statement and would like to be heard 
as early as possible. 

Mr. Wood, would you come around ? 


STATEMENT OF JOHN WOOD, WIRE PRODUCTS CO., 
BIRMINGHAM, ALA. 


Mr. Woop. Mr, Chairman, I would like to say that I agree with 
Mr. Hays’ opening remarks. 

However, I operate as an individual and I have the same problem 
Isuppose t hat the ¢ ‘orporation does in paying taxes. 

I started business in 1937, was out 27 months during the war, and 
started again on January 1, 1945. 

The Cuairman, What is your company ? 

Mr. Woop. Wire Products Co. here in Birmingham. 

We manufacture light chains and clotheslines and leaf rakes for 
hardware jobbers and other distributors. 

Mr. Stuurs. Excuse me. 

W hat i is the address of your company ¢ 

Mr. Woop. 2715 North 24th Street. 

We had pretty fair banking connections, but we wanted to expand 
in 1949 and, in order to do that, we borrowed money from RFC, quite 
sizable amounts of money for us, $15,000 for a machine; and we made 
money with the machine and we, at the same time, did other little 
small expansion. 

We had to include a little bit more inventory. We got behind on 
ourtaxes. Well, let me back up a moment. 

The money we borrowed in 1949, we had to use some of that for 
taxes. We never have tried to evade any taxes. We wish we made 
a million dollars a year, but you know how that is. 

Well, our first Joan was in 1949, and then we rocked along doing 
some more expanding. Any time we thought we could buy a ma- 
chine to advantage, we would do that. 

I have to speak in the first person. I would do it. I was the only 
one to say whether we would do it or not. 

So we got behind on taxes again, and we went back to RFC for 
more money. We had another item we wanted to produce. We saw 
we could produce it and make money. We had the real estate to put 
the building up on. We put the building up ourselves and went into 
this business and got a good year in 1955, the best year; we did about 
a half million dollars’ worth of business. We wound up owing about 
$16,000 in taxes. 

So, to get around that, we went to the Small Business Administra- 
tion, borrowed money for taxes and to get some operating capital. 
And in the meantime, my business had gone, and we found ourselves 
hard put trying to keep raw material in. 

So the tax situation, as far as I am concerned, has to be in there. 
But what is bad on a fellow who is trying to expand, trying to get a 
little living out of it, is that he is h: arassed by laws that the tax people 
have in insisting on getting their money, and the only way they can 
get it is pen: alize you and make you pay interest. 
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Well, interest is not bad. I have never refused a loan on account 
of the amount of interest. But the penalties, when you can prove 
that you are in distress, to me are detrimental. They have an effect 
far beyond demoralization, I would say. It makes you just want to 
throw it all up and get out. Of course, you can’t. You are in there 
deep, and you just can’t quit. 

We have had 2 liens put against us, 2 by the Government and 1 by 
the State, 3 in all. And I ‘would say that that is the most unfair 
thing that the Government can do to a business who is operating, can 
see its way clear, got business on the books, but no money, borrowed to 
the limit at the banks, already got an existing loan. It would take 
60 days, possibly, to get another one through, but there is a time 
there when you don’t have time to attend to your finances. 

And in such cases as that, it is surprising how much time can be 
taken in that. When you have got two banks that you are dealing 
with, you can’t play one against the other. You have got to go 
straight with both of them. If you ever make a bad step, well, you 
just can’t afford to do it because you are at their mercy, and fortu- 
nately we have had good banking connections because, fortu- 
ni itely again, business has been good. But had business slacked off, 
[ would say, for 90 days, or maybe more, no further back than 2 years 
ago, they probably would have come out and taken this one over— 
Small Business, RFC, whoever had the mortgage. 

But, fortunately for us, we have done very little expansion in the 
last 2 years and we have, with business gvood, managed to get our 
heads above water a little bit. For the first time we have a favorable 
balance where our liabilities are not quite as much as our assets. 

But that is bad management on my part, because I know that, as I 
say, I would buy a machine if I thought I could take that machine 
and make money. But sometimes you don’t do quite as well on them 
as you thought you could. Your competitors have something to say 
about what you charge for things. They come in, and that ought 
to be considered, of course. 

sut my point is that I think that a lot of times, if a 9 could be 
deferred, or if they would charge you a little less interest, but don’t 
charge you a penalty where it is evident that you are jus st unable to 
pay, ‘T think that would be some he ‘Ip to the man already in business. 
That won’t help the man starting in business. But, all in all, I know 
the little man needs a lot of help, and I think if they would not put 
the penalty there for not being able to pay your taxes on time, I think 
that would help. 

I would like to see the estimated tax eliminated. I think that is 
taking a little money out of your capital there that you need to op- 
erate on. 

In your column, in your list, you have where, if individuals could 
be taxed like cornorations—that would have made money for our 
cg company. It would have helped us to keep our inventory in. 

I don’t know too much about the fast writeoff, but I think that 
would help, too. But I think the fact that something is going on 
here, something will come out of this, and I am the last in the world 
that likes to get up and talk, but they are my sentiments, what they 
are, and I hope that small business might be helped. 

Thank you. 
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The Cuatrman. Thank you very much. 

Any questions ¢ 

(No response. ) 

The Cuairman,. Mr. Arthur P. Bagby, Jr., Bagby Elevator & Elec- 
tric Co., Birmingham. We are glad to have you, sir. 


STATEMENT OF ARTHUR P. BAGBY, JR., BAGBY ELEVATOR & 
ELECTRIC CO., BIRMINGHAM, ALA. 


Mr. Bae BY. Mr. Chairman, my company is a member of the Bir- 
mingham chapter of the National Electrical Contractors Association, 
a national trade association of approximately 4,000 small-business 
firms that provide the services of engineering and installing electrical 
systems of all kinds that permit the safe and efficient use of electricity. 

Along with other small-business men, my company and my col- 
leagues in the electrical contracting industry are primarily inte ‘rested 
in maintaining a solvent indeper ndence with a modest sum set aside 
for growth, We have no particular ambition to be big, but growth 
in our industry is necessary because we are in one of the fastest grow- 
ing segments of the economy and we simply must expand if we are 
to satisfy the demands of our customers and the need of the public. 

Electrical use has been and will continue, as far as we can Sajelue, 
double each 10 years. Conservative market analysts tell us that by 
1977 we should be prepared by that time to engineer and install sys- 
tems adequate to Arar ide four times as much electricity as presently 
flows thro ugh the Nation’s iain dalle and distribution lines. 

What does that mean to me as an independent small-business man ? 
It simply means that I have to grow to keep in step with this added 
opportunity and. indeed, this added obligation. If I do not. others 
will take my place and I am conceited enough to > think that they might 


not do as well as I do. I want to sts vy in busines 

It takes money to grow The only ws Ly I wae ave of getting money is 
out of pro its. ] am not interested 4 gromnge int Oo debt. | want to own 
my own business {I do not want absentee ownership and I do not 
wish to impose on my banker friends too often and too much. And 
above all. 1 do not want to come to the Government for a handout to 


keep me vou Getting money out of profits brings us to the matter 
of taxes, 

The Federal tax structure has a seriously depleting effect on small 
busine he effect 1s more immediate, sudden, and drastic on small 
business than on larger units. This is due simply to the fact that 
small business does not have the borrow ing capacity of oiant corpo 
atl It d not have the means of raising’ capital through stock 
flotations. Earnines are its only source outside of a small amount 
prudent banker might loan or a prudent manager might wish to bor- 
row and still retain owners hip and solve ney. 


Because small businesses must rely more on earnings for equity 
capital than larger companies, it is obvious that the present high 
Federal taxes fall more heavily on the smaller businesses than on 
larger companies. 

You may ask, then, is tax relief necessary for small business. 1 
can say to you most emphatically that tax relief is necessary if small 
business is to survive. It becomes imperative if it is to expand to 
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meet the needs of a rapidly growing economy and a sharply rising 
population. Tax relief should not be in the form of a subsidy to 
small business or any other business. It would provide primarily 
for an opportunity for small business to use its own resources to survive 
and expand in step with a growing America. 

I do not believe that at this time tax relief need take the form of 
an overall rate reduction. A change in the personal exemption is 
not the answer, either. A cut in corporate-tax rates may not be 
feasible. 

My suggestion, then, would be that some simple steps be made that 
take into account the peculiar nature of small business. They are 
so modest that I would hesitate to brand them as special relief for 
small business. In fact, it would be more accurate to say it is a pro- 
posal for the relief of Government revenues in years to come. For, 
I submit, tax relief for small business today is revenue insurance for 
the Government in the future. 

Small business, allowed to develop, will grow and pay more taxes. 
The goose that lays the golden egg has to be fed occasionally. Other- 
wise there will be no goose and small business and the public will be 
deprived of the essential services we render. 

I would like to commend to the committee’s attention two tax pro- 
posals I believe would provide the needed assistance, with a minimum 
loss of revenue to the Government. 

First, we need a form of relief so that small business can invest 
a greater proportion of taxable net income in depreciable assets or in- 
ventory. This sort of thing happens every day in the construction 


industry: We buy a special truck that may cost us $5,000. We de- 
preciate it over a 5-year period. Then when we replace it we find 
it costs $7,500. Now where is that $2,500 coming from? It must 
come out of profits. If we cannot retain sufficient earnings to meet 
this situation then we are up against it. 

Secondly, I would urge a Eee that would permit a business- 


man to set aside some part of his earnings in anticipation of his estate 
taxes and with a longer period after death for any remaining estate 
tax to be paid. This would help prevent the forced sale or dissolution 
of his firm in event of death so that estate taxes could be paid. 
Present requirements are built-in monopoly promoters. They are the 
cause of many of the mergers today. 

You have asked my reaction to several possibilities of tax relief that 
have been proposed. Let me review them briefly: 

1. Permit estate taxes to be paid in installments over a period of 
years. 

This is a constructive step and is needed by small business. You 
need to go a step further, though, and permit the small-business man 
the opportunity of purchasing non-interest-bearing, estate-tax-an- 
ticipation certificates which would not be included in his taxable estate 
up to about $100,000. I would suggest that payment of any remaining 
estate tax should be permitted within 10 years after death. 

Small business, where assets mostly are investments in family or 
other closely held firms, needs this relief. The present requirement 
to pay the estate tax within 15 months after-death causes in many 
instances a wild scramble to liquidate assets or to dissolve the company. 

2. Permit partnerships and proprietorships to elect to be taxed as 
corporations. 
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I do not see where this provision would be of any particular value 
to small business. It would be terribly confusing, this switching 
back from year to year. What we need is more simplicity in our 
tax procedures. 

3. Permit taxpayers to use alternative methods of depreciation 
provided by section 167 of the 1954 Internal Revenue Code for 
used property. 

I am not in the secondhand business and thus cannot speak from 
experience. I would suggest, however, that accelerated depreciation 
for used property would not help many small businesses. Small busi- 
ness needs to be efficient. We need new and modern machinery even 
more than big business. We are not in the castoff or junk business 
and I resent the implication that small business should be content 
with the Nation’s castoff production equipment. 

4. Permit a proprietor of unincorporated business to be treated as 
employee under qualified pension, profit-sharing, or stock-bonus plan. 

Penarees yermits businesses, both incorporated and unincorporated, 
to set aside funds for pensions of employees. Such funds are regarded 
as a necessary cost of doing business. Since employees do not get the 
funds until after retirement no individual income tax is paid until 
the employee gets the money. 

Equal treatment should be given the self-employed. There is a 
proposal before Congress that would permit a part of income to be 
set aside in trust for retirement purposes with the tax on it deferred 
until the taxpayer receives the benefits of the trust. This would help 
small unincorporated business and should be enacted. 

However, I believe that proposals more directly related to business 
operations themselves, such as the plan to permit the investment of 
some profits of the business before taxes in expansion and inventory 
should be acted upon first. 

5. Graduated corporate tax rates. 

As tax relief to small business this approach fails for these reasons: 

About 85 percent of small business is not incorporated and would 
not be helped. Graduated rates impose heavy penalties on businesses 
with fluctuating incomes. Many small businesses are in this class, 
particularly in construction. Some small businesses need more capital 
to operate than others. Thus those with higher amounts of invested 
capital must make larger earnings to return the same rate to investors. 
Graduated rates applied to earned income would put a hard penalty 
on businesses requiring relatively large amounts of invested capital. 

6. Permit election of standard deductions for small business. 

How much you apply it? What is the definition of “small 
business”? I am afraid this would create more problems than it 
would solve. 

7. Permit deductions for additional investments during taxable 
year. 

I highly endorse this. It is a principle incorporated in the Curtis 
bill (H. R. 5735) now pending in Congress. That measure provides 
that any business, incorporated or unincorporated, may deduct from 
business net income for tax purposes in an amount equal to additional 
investment in depreciable assets on inventory during the taxable year, 
but not to exceed 20 percent of such income or $30,000, whichever 
is less, 
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This touches on the most pressing problem of small business— 
the need to acquire funds to finance expansion and inventories. Small 
firms must get this from retained earnings. They do not have access 
to capital markets that large business enjoys. Most of them have ex- 
hausted their borrowing capacity. The record of business failures 
shows financing to be a principal cause of failure. It should be ob- 
vious from these facts that present high Federal taxes hit small busi- 
ness harder than larger firms. 

8. Increase exemption of corporate income subject to surtax. 

Incorpor: ated business would have no objection to this but it doesn’t 
solve 85 percent of the numerical problems of small business. 

9. Reduce corporate normal tax. 

Here again you offer no relief to unincorporated business. Relief 
to small business should not discriminate. It should apply to all. 

1 am keenly aware of the demands on the budget for our defense 
program and I would be the lapt to want to impair adequate defense, 
But defense of our small business, pillar of our economy, is vital, too, 
und I respectfully urge that a measure be enacted as quickly,as pos- 
sible that would tie serallsbieinoe ss tax relief to the need for additional 
investinent for Ose TH MNE and expanding business. Many of us 
believe that you have a pretty sound proposition to do just that in 
the form of H. R. 5735. 

The CuarrmMan. Thank you very much, Mr. Bagby. 

An y que stions ? 

Mr. Sruuts. Just one general commen 

Mr. Bagby, you point out that ea pe against oraduated CcOrpo- 
rate taxes because 85 percent of the small businesses are unincorpo- 
rated. You are fully aware, I am sure, that those 85 percent do pay 
a gra luated tax at this ti ime? 

Mr. Baesy. That is right. 

Mr. Srvuts. So that the 
uated because they 


1 7 oe 
are the only ones 


We 
Mr 


STATEMENT OF EMIL C, HESS, IMMEDIATE PAST PRESIDENT OF 
BIRMINGHAM CHAMBER OF COMMERCE, AND PRESIDENT OF 
PARISIAN, INC., BIRMINGHAM, ALA. 


Mr. HEss. [ am Emil Hess, the immediate past pr ident of the 


Birmingham Chamber of Commerce ai dl presi lent of Parisian, Ine.. 
which is an “app varel store here in Birmingham that has been in and 
associated with this community since the turn of the century. 

I would like to s ay that on ‘behalf ol vise: C han nber of commerce we 
would like to express our ne nion and satisfact ion, Senator, to you and 
your group, for honoring Alabama and Bi rmingham by holding this 
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We would also like to express the gratification of the chamber of 
commerce for permitting a member of the chamber to appear before 
your committee today. 

I have been asked to appear before you in lieu of our president, 
Mr. James Shackleford, who, because of a death in his family, has 
been unable to be with you today. 

We have filed a statement with you, and it is a rather brief state- 
ment, and, if I may, I would like at this time to summarize it. 

The CuairmMan. Fine, 

Mr. Hess. L have been authorized by the board of directors of the 
Birmingham Chamber of Commerce to represent the interest of its 
over 5,000 members, and I speak for them here today, A majority 
of our members are classified as small business and we are therefore 
most especially interested in their concerns about tax and _ fiscal 
mattel's, 

We, like many other citizens, are fully aware of the tremendous re- 
sponsibility that will devolve on the next session of the 85th Congress, 
particugarly as to tax and fiscal legislation. And we, also like many 
other citizens, will be in syin pathy ‘with Congress and will try to aid 
and support it in every way possible 

In the last year or so, there has been much talk of possible reductions 

Federal taxes. I am not quite sure that we would be in favor of 
such, in this period of relatively g on business. Rather, we would be 
in favor of the maximum econon ny in Federal expe nditures with the 
objective in view of reducing the le a of debt, or at least containing 
the total debt so that a raising of the permitted maximum will not be 
necessary, as has been forecast so many times in recent months. 

We lay men have been in the last month or so pretty well convinced 
that our Government should accelerate the program in connection with 
hi issile de ion and pP roduc ‘tion, Wi have not bee n wholly convineed, 
however, that such acceleration should lead to an increase in taxes, 

In fact, we are somewhat of the opinion that a eadjustin nt of the 

‘ed enditures program migh ‘rmit of 

» funds 
» missile and sa 
savings In reorganization of certain 
in the Defense Department 


} . 
n , does make 


ilable withot 


litional taxes, it May also be possible to 

ul one ‘hanges in tax laws. For instance, it would seem very 

desirable to eliminate or at least cut substantially many of the war- 

imposed excise taxes. 

are particularly interested in the repeal of the transportation 

h on passengers and goods. Submitted herewith is a state 

inl the position of the Birmingham Chamber of Com- 

merce, which was el 1 rall ere of our \] tbama coneressi¢ nal 
delegation Ap ril of this vear, (See exhibit 2, p. 1251.) 

We are also very inte reste in seeing some changes made in the 
income-tax laws, both those applicable to individuals and to business. 
For years, many people have contended that the highly progressive 
personal income-tax rates have interfered substantially with capital 
accumulation. 

It is also contended that rates applicable to corporations have made 
it very difficult for small businesses to accumulate any funds for the 
purpose of expanding their capital assets. If possible, changes in 


97385—58—pt. 3——14 
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these rates should be made to correct some of these restricting 
influences. 

That concludes the statement that I have been asked to present to 
you as past president of the chamber of commerce. 

As a small-business man in this community, I would be glad to 
answer any questions you might have to ask of me. 

I have one personal suggestion, which doesn’t involve the matters 
that are on your immediate agenda here. It goes back several years, 
in which I solicited the interest of both Senator Sparkman and Sen- 
ator Hill at that time, concerning small-business relief. 

In working on many civic and community drives in Birmingham 
over the past 12 years, it has become apparent to me that the greatest 
beneficence, the greatest giving of moneys percentagewise has devolved 
on the small businesses. I think if an examination could be made it 
would reveal that percentagewise small businesses, small corporations 
particularly, are giving a greater amount of money toward their 5 
percent allowable than are large corporations. 

I think a study would also indicate that corporations, gmerally, 
both large and small, are giving nowhere near the 5 percent allowed 
by the Government. 

The demands on business are ever increasing for these local charities 
and beneficences. It would seem to me that one way of relief and 
one way of encouraging generosity would possibly be to permit all 
corporations to deduct 10 percent of their net taxable income, up to 
$100,000 of such net taxable income, for beneficent purposes, and 5 
percent of all net taxable income thereafter. That would provide the 
small-business man with a means of providing for the essential and 
necessary needs of his community to a greater extent than he is 
allowed such help today. And while it would serve as a larger 
deduction, the money would be returned into the pot of general welfare 
and community good. 

That concludes my statement. I will be glad to answer questions, 
if you have them. 

The Cuartrman. Is the allowable amount now 5 percent ? 

Mr. Hess. Five percent, starting with the first dollar of net taxable 
income; that is right. 

The Cuarrman. And regardless of how much ? 

Mr. Hess. Regardless of how much. 

The Cuarrman. And you would suggest 10 percent, up to $100,000? 

Mr. Hess. Ten percent of the first $100,000 of net taxable income, 
and 5 percent thereafter. 

The Cuatrman. It sounds like a very good suggestion to me. I 
want to say to you, too, as you know, I fully support your suggestion 
with reference to the transportation tax 

Mr. Hess. Fine. 

The Cuarrman (continuing). And I am quite hopeful that it will go 
off April 1, as it is scheduled to do. 

Mr. Hess. Fine. 

Thank you, Senator and gentlemen. 

The Cuarrman. Your memorandum which you attach, a copy of 
which you sent to Members of the Alabama delegation last year, if you 
wish, will be included as a part of your remarks on the record. 

Mr. Hess. If we haven’t furnished that, we will. 
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The Cuatrman. It is attached. 
(The document referred to is as follows:) 


EXHIBIT 2 


BIRMINGHAM CHAMBER OF COMMERCE, 
Birmingham, Ala., April 17, 1957. 


MEMORANDUM 


To: Members of the Alabama Congressional Delegation. 
From: James F. Shackelford, president, Birmingham Chamber of Commerce. 
Subject : The Federal transportation tax. 


Members of the aviation committee of the Birmingham Chamber of Commerce, 
as representatives of four major types of transportation—air, rail, bus, and 
truck—brought to the committee at its March 13 meeting a request that the 
transportation tax be discussed and that a policy be determined. After a general 
discussion, in which it was brought out that the tax was instituted as a war 
measure, both for revenue and as a sumptuary device, the committee unanimously 
agreed to request the board of directors of the Birmingham Chamber of Com- 
merce to go on record as opposing a continuation of the tax; the committee also 
unanimously agreed to ask the board of directors of the Birmingham Chamber 
of Commerce to communicate their opposition to the tax to the Alabama 
congressional delegation. 

‘Lhe chairman of the Aviation Committee, Mr. H. Parker Osment, is a member 
of the board of directors of the Birmingham Chamber of Commerce. At its 
regular monthly meeting, March 14, Mr. Osment reported to the board the action 
of the Aviation Committee of the preceding day. After a discussion of Mr. 
Osment’s request, the board of directors of the Birmingham Chamber of Com- 
merce unanimously agreed that the transportation tax now should be eliminated, 
as the reasons for it apparently have ceased to have any import, and directed 
that the Governmental Affairs Committee of the Birmingham Chamber of 
Commerce prepare the message to the congressional delegation. 

We now respectfully transmit the above information and the request that 
each Member of the congressional delegation from the State of Alabama go on 
record as being in favor of a repeal of the Federal transportation tax and that 
they vote upon submission of H. R. 151 or S. 29, or any other bills dealing with 
the tax, to repeal the tax. 

JAMES F’, SHACKELFORD. 


The Cuairman. Thank you very much. 

I see Dr. John E. Bryan here, the executive manager of the chamber 
of commerce. Doctor, we are glad to see you here. Would you care 
tosayanything? Itiscertainly good to see you around. 

Mr. E. W. Gibbs, Gibbs-Dostar Drug Co., Inc., Birmingham. 

Weare glad to have you with us. 

Mr. Gisss. Thank you very much. 


STATEMENT OF ELBERT W. GIBBS, GIBBS-DOSTER DRUG C0., INC., 
BIRMINGHAM, ALA., SPEAKING FOR THE ALABAMA PHARMA- 
CEUTICAL ASSOCIATION 


Mr. Gipps. My name is Elbert W. Gibbs, 1930 Cahaba Road South, 
Birmingham, ah and I am speaking for the Alabama Pharmaceuti- 
sal Association. The association represents 765 independent retail 
drugstore owners. 

I would like to digress here a moment, Senator, looking to the lines 
suggested by our honorable mayor, that I would like to openly express 
our appreciation for your cooperation with our group in the past. 

I know that you are a busy man, but you have taken time out to 
further our causes, and we certainly appreciate it. They were not 
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unreasonable requests that we made, and not selfish requests, but you 
have responded so well that I want to publicly thank you. 

The Cuamman. Thank you, Mr. Gibbs. 

Mr. Gress. I am informed that your committee already has much 
factual evidence before it indicating the imperative need for legisla- 
tive relief which will enable small-business men to effectively compete 
in the market place. 

The avenues of legislative approach in order to preserve the small- 
busi ness man as the key figure in our economy are several. However, 
since this hearing is confined to testimony touching remedial measures 
limited to tax relief under the Internal Revenue Code and its regula- 
tions, as it may aiford relief to small-business men, in behalf of Ala- 
bama retail drugstore owners, their employees, and the respective 
communities they serve, I propose to this committee for consideration 
the following: 

1. To amend the Internal Revenue Code so as to provide graduated 
corporate tax rates in a manner as would favor small corporations, by 
either ine reasing the exemption of corporate income subject to surtax 
or reducing the corporate normal tax, and, concurrently, also provide 
permission for partnerships and individual proprietors to be able to 
elect to be taxed as corporations. 

The purpose of this suggested measure is to provide small corpora- 
tions and those small-business men who elect to be taxed as such cor- 
porations, relief from the present crushing high tax rates. The bur- 
dens of the ‘ie ‘sent tax levies against business, State and Federal, 
penalize hard work, incentive, and the abil ty of compete effectivel ly. 

Taxation in one form or another eats into the capital of the small- 
business man so that he is unable to command the wherewithal to 
modernize and improve his establishment to properly compete in 


serving his community. 
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quired to enable him to emir aed compete in the market place with 
those who have the capital or : e able to command new capital. 

To Beta lam diated of the oo sditocied Ww chich appeared 
in the Cleveland Plain Dealer, headed “Have You Heard the Story 
About the Lathe Which ¢ ost $12,000 in 1942, But Which Took $1.250,- 


000 of Sales To Replace ?”’ 
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This is the story: 

In 1942, Thompson Products Co. bought a lathe. The cost was $12,000, Under 
Federal tax laws the cost could be depreciated over a period of 14 years. So, in 
1956, when the lathe had to be replaced, Thompson had $12,000 set side, plus an 
additional $1,000, which was the resale value of the old lathe. 

However, in 1956, the same model lathe that sold for $12,000 in 1942 was priced 
at $35,000, and a new model with attachments to meet the advanced needs of 
the industry cost $67,000. 

Hence, the company found itself with only $13,000 to buy a $67,000 piece of 
equipment. 

The additional $54,000 had to come from profits. But in order to clear $54,000, 
Thompson had to make a profit of $112,000 before taxes, and in order to make that 
much profit, the company had to sell more than $1,250,000 worth of products to 
customers. 

It took a $1,250,000 of sales for the company to replace one lathe. 

. Permit the self-employed as partners or as individual proprietors 
a means to provide tax-free, qualified old-age pensions as are permitted 
corporate employees, whether executives or ordinary laborers. ‘The 
purpose of this suggested measure is self-evident; arguments in its 
behalf are provided in bills now pending in the House, entitled “Jen- 
kins-Keogh bills H. R.9 and H. R. 10.” 

t. Amend the excise tax provisions in line with the recommenda- 
tions contained in the Reed bill, H. R. 3864, which seeks to amend the 
Internal Revenue Code of 1954 to change the tax on toilet prepara- 
tions—which ought also to be extended to the other items—from a 
retailer’s tax toa manufacturer’s excise tax. 

The purpose of this suggested measure is manifold, but two aspects 
in particular are evident: namely, the tax burden, while it is dubbed 
a consumer's tax, is invariably imposed on the retailer; and it further 
imposes expensive recordkeeping, thereby adding to the costs of 
doing business as well as consuming a lot of costly time and incon- 

venie . e in report making, which is multiplied almost beyond endur- 
ance by the Federal, State, and city taxing divisions, all of which 
wide to the burden and inability of the small-business man to compete 
in the market place, and frequently to remain in business. 

It is becoming evident more and more that the overload of taxes 
jeopardizes the system of independent enterprise in America. 

In this respect, your own committee’s report highlights the fact 
that in 1956 small business failures totaled 12,686, a 16-percent in- 
crease over 1955 and a post-World War IT high. 

Retailers ranked second highest in business failures last year. Fig- 
ures show that 6.341 stores closed their doors in 1956—18.8 percent 
higher than retail failures in 1955. All of this is occurring in the 
midst of a so-called boom: 

In addition to the above suggestions, I urge for consideration by 
this committee the active support of pending bills in Congress, as well 
as the proposal of new legislation in order to prevent destructive 
methods of competition in ‘the market place now rampant in every 
phase of distribution, such as: 

(1) Active support of S. 11, commonly known as the equality of 
opportunity bill, which attempts to amend the Robinson-Patman Act 
by reaflirming the national public policy and the purpose of Congress 
in providing effective administration and enforcement of the anti- 
trust laws. 





1254 TAX PROBLEMS OF SMALL BUSINESS 


The bill aims to secure to all persons an equal opportunity to com- 
pete in trade and business and to preserve free and fair competition 
in the market place. 

(2) To prepare Federal legislation to further implement the basic 
policy of eliminating unfair methods of competition in interstate 
commerce by equalizing the rights in the distribution of identified 
merchandise by providing that it shall be lawful for a trademark 
owner to establish stipulated or minimum resale prices of his mer- 
chandise in commerce which is in free and open competition with 
articles of the same general class produced by others. 

Such legislation ‘would enhance the public interest and promote 
economic efficiency and afford an opportunity for the independent 
small distributor to compete on more nearly equal terms with the 
large and multiple distributor. 

Small distributors, who comprise the bulk of small business, add a 
time-and-place utility to goods by making them readily accessible to 
consumers. 

Such legislation will further enhance the public interest by bring- 
ing goods of established quality to the consuming public at the lowest 
possible price consistent with whatever distribution service the public 
may expect. 

That concludes my statement. Mr. Chairman. 

The Cuarrman. Thank you, Mr. Gibbs. 

Any questions? 

(No response. ) 

The Cuarrman. Thank you very much. We appreciate it. 

Mr. R. W. Coward, chairman of the board, the Fly Ash Arrestor 
Cornv., Birmingham. 

Mr. Soyer. Mr. Coward is going to speak as 1 of the 4 speakers that 
we have. I think you allowed us 30 minutes for the 4 speakers that 
we have for this Associated Industries of Alabama. 

The Cuarrmaw. That isnext on the list. 

Mr. Smyer. Then we will ask Mr. Coward, the chairman of the 
board of the Fly Ash Arrestor Corp., to speak, and his main subject is 
going to be on the Sadlak-Herlong bill and other remarks he wishes 
to make. 

The CuHarrman. Weare glad to have you with us again. 

Mr. Cowarp. Thank you. I hope it does more good this time. 

The CHatrMan. Well, you gave us some good ideas in 1952; 
remember ? 


Mr. Cowarp. I tried to. 


STATEMENT OF R. W. COWARD, CHAIRMAN OF THE BOARD, FLY 
ASH ARRESTOR CORP., BIRMINGHAM, ALA. 


Mr. Cowarp. I represent the Fly Ash Arrestor Corp., of Birming- 
ham, and am also a member of the tax committee of the Associated 
Industries of Alabama. 

My company was incorporated in 1939, and now has 91 employees. 

In your memorandum for witnesses, you have raised a number of 
questions. Iam going to try to follow them. 

The Cratrman. I want to make it clear they were merely sugges- 
tions and not intended to be exclusive. 
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Mr. Cowarp. You want comments on them, and so I am going to 
comment on them in the order in which you put them. 

You ask if tax relief is necessary. 

Yes, it is necessary to provide capital for replacement of wornout 
equipment; whereas, the previous witness pointed out your deprecia- 
tion just doesn’t take care of it on account of inflation. And that only 
keeps the business where it is; that only keeps it in status quo. 

You also need earnings in order to expand or enlarge the business 
and create more jobs. 

While this 30 minutes is going on, the population of this country 
will be increased by 143 people. “very 1214 seconds there will be an 
increase of 1 in the population. 

We have to provide jobs and industries to take care of those people 
and all that requires earnings. 

Now, I do not believe in “taxation that is favorable to a particular 
group, even though I am a member of that group. It seems to me 
that what is good for big business is good for little business, and what 
is good for all business is good for the country, and what is good for 
the country is good for business; and, therefore, it seems to me that 
what we need is a general lowering of the tax rate on all business, 
large and small, and on individuals as well. 

I urge your committee to support the Sadlak-Herlong bill; and, as 
soon as that bill is passed, 1 urge you to support a constitutional 
amendment along the same lines. 

I think it is necessary to amend the Constitution because, as it 
stands now, there is no limit to the amount of income tax that Con- 
gress can levy; and, if you were to put an extra hundred of these 
so-called liberals in Congress, they could by simple legislative act 
confiscate all of your income for the last 3 years from whatever 
sources. 

I say 3 years because the Supreme Court has held that the ban 
against ex post facto legislation does not apply to honest taxpayers. 
It is written only for the protection of criminals. 

And I stopped at 3 years on account of the statute of limitations, 
but there is no reason why the Supreme Court couldn't hold that the 
statute of limitations is also for the protection of criminals only and 
not for honest taxpayers. 

So I see no reason why Congress couldn’t take all your income for 
all your life if they so chose. Therefore, I feel that we should have 
a constitutional amendment to limit it. 

I like the Sadlak-Herlong bill because this tax reduction can be 
accomplished, if necessary, without loss of revenue, because the reduc- 
tion falls so that it is less than the normal increase of revenue from 
the growing economy. 

Also, the law has the provision that it may be deferred for 1 year 
at a time in case we are about to run into deficit financi ing. 

And I like it because it makes the most reduction in the steeply 
graduated brackets, and that is not my group either. But the money 
that is left in those high tax groups will tend to throw into invest- 
ment where jobs will be created while money left untaxed by any 
increase in person: aul exemptions will go into spending. ; 

Now, consumers’ spending runs about $246 billion a year, and net 
new investment in plants and equipment runs about $5.6 billion a 
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year; so, a dollar added to net new investment is 45 times bigger 
percentagewise than a dollar added to consumer spending. 

Furthermore, that dollar, when it goes into net new investment will 
give you about 25 cents a year spending money and 4 years later you 
have got it all back in spending money and it keeps on yielding. 

So, I favor the tax eduction i in the direction that it will stimulate 
the economy. 

I would like to emphasize the fact that this high surtax thing, 
steeply graduated surtax thing, has long been regarded by the Social- 
ists as a useful weapon for destroying private enterprise; and Karl 
Marx, in the Communist Manifesto, put it as second only to the aboli- 
tion of private ownership of land as a tool for destroying the sort of 
a nation that we are. 

Steeply graduated income tax: It is the second most important 
weapon for the destruction of such countries as ours. 

I believe this Sadlak-Herlong bill is politically practical because 
the Gallup poll made this year showed that 53 percent of the popu- 
lation favored cutting the top rate to 35 percent, which is even lower 
than Mr. Sadlak proposed. And this bill also made itself popular 
by cutting 1 percentage point each year off the 20 percent base ti 
which makes it appeal to all of us low income-tax people as well; 

I think the thing should have a popular appeal. 

Now, this bill also reduces corporate taxes to the same maximum 
of 42 percent, which is set for individuals. 

I believe that using the Sadlak-Herlong bill as a starter, if we 
can ever get the country headed toward a more economical way of 
operating, that we can bring the maximum down to 35 percent and 
even to 25 percent. 

Now, you have followed this question by 9 proposals in your memo- 
randum for witnesses, and these 9 proposals are in general very good; 
but I make the criticism that they are gadgets, that they are just 
gadgets added to an at present unsatisfactory tax structure. 

The first one relates to estate taxes. 

Now, of all the load that the small-business man has upon his back, 
there is none more vicious than the estate tax. 

For one thing, it is furtive. It lurks in the shadows, the shadows 
of death. A man may work all his life building up a little business 
and he becomes so engrossed in the daily requirements of it that he 
forgets about that inevitable day, and maybe at the last he realizes 
that his equity in his business can be valued by the Internal Revenue 
Service at so high a figure that his wife might have to sell his entire 
equity to pay the taxes on it. 

It is theoretic ‘ally possible a this present setup for the equity 
in your business to be valued so high that your wife in a forced 
sale couldn’t get enough money on it to pay the taxes and would have 
to raise tax money from somewhere else. 

There isn’t even a basic formula for evaluating the value of your 
stock in your company or in your partnership. You don’t know 
when you die what they are going to set up; what it is going to be. 

I think a man should at least know before he dies whether he 
has provided for his family or not, whether he has left them an asset 
or a liability; but, as it stands now, he can go to his grave without 
knowing whether he has provided for his family or not. 
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The big thing now seems to be to sell out, merge, and th: at destroys 

small businesses; yet, the strain is such that I would sell in a minute 

right now if I didn’t feel very sure that my equity is going to be much 
more valuable in 2 more years than it is today. 

We had a bad year last year on account of labor troubles at the 
steel plants. Scarcity of steel cut us down. Our earnings’ record 
isn’t as good as it looks like it is going to be for the next 3 years. 

Now, ‘I have to take the gamble of waiting out that period, and 
Tam 63 years old with 2 minor children. 

This tax is a cruel and inhuman punishment meted out to a man 
for operating a small closely held business, and for what? The 
yield from it is insignificant. It is just a little over 1 percent of the 
national budget. Yet, for this triflmg sum a man may be deprived 
of his life’s savings, the accumulation of years of hard work, and risk 
taking. And don’t forget that he has already been taxed for half 
of it, in the form of income tax. This is just what he had left. So 
you tax a man for making a dollar, and then on that part that 
is left, you tax him if he gives it away; you tax him if he keeps it. 

Your gadget is to permit estate taxes to be paid in installments over 
a eciod of 10 years. Yes, that would help. It might relieve some 
eases. But I say eliminate this estate tax. It tends to destroy the 
sources of capital. I think it should be eliminated in its entirety. 

Now, for the other questions. 

Yes, I would permit partnerships, proprietorships, and corpora- 
tions to choose the tax basis most advantageous to them, and it seems 
to me they ought to be allowed to ¢ hange their minds every 3 years 
or so, if they decided that wasn’t the right thing, if they made a mis- 
take. And ‘I believe the 1954 code should be revised to permit the 
depreciation under the sum-of-the-digits method for used equipment. 
We never buy anything but used equipment. We can buy an old 
broken down piece of junk and spend $5,000 on maintenance on it, 
and repair it up to where we can use it, and we have saved a little tax 
money that way. We have gotten to charge it off to operating ex- 
penses. 

I would favor permitting owners of unincorporated businesses to be 
treated as employees under the pension, profit-sharing, or stock-bonus 
plans. 

As to your graduated corporate tax rates, no. I don’t like any 
graduated rate because it puts a penalty on additional productivity. 
A graduated tax rate is just like expecting a laboring man, when he 
works overtime, to get less pay than when he works regular time. 
You wouldn’t get very far with that with Mr. Reuther and his outfit, 
I imagine. 

Suppose » you set up a 40-hour week at $2 an hour and overtime at 
$1 an hour. How do you think that would go? That is what you 
expect the businessman would do, though. 

Now, as to the standard deduction, if that would reduce paperwork, 
yes, because the Government imposes too much paperwork on us now. 

You also have aerate a deduction for additional investment 
during the taxable year. I think that is a good gadget, although it 
is just a gadget. I think it could be put on a sliding scale, that it 
should be put on a sliding scale, so it would be applic: able to all busi- 
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nesses. You could, for example, give a 100 percent deduction for 
the first $25,000; 50 percent for the next; 25 percent for the next $50,- 
000; and none over $100,000. Something like that would be very 
helpful. 

As far as increasing the exemption on corporate income—well, 
again, it is a gadget. “I thing the Herlong-Sadlak bill would take 
care of that in a better way. If you can’t get the Herlong-Sadlak 
bill—yes, this would be all right as a gadget. 

Summing it all up, I believe the present tax situation tends to stifle 
small business and retard the normal growth of the economy, and also 
to force many into mergers with larger companies. 

For example, an individual now in the 91 percent bracket would 
have over 514 times the incentive to invest if that bracket were cut 
to 35 percent. I worked that out on Mr. A. G. Gaston, of Birming- 
ham, who is said to have the highest individual income of any person 
in Alabama. The people up in Washington might like to know that, 
Senator. You know who Mr. Gaston is, don’t you? 

Three thousand years ago King David said, in the 39th Psalm: 


Every man * * * heapeth up riches and knoweth not who shall gather them. 


Well, if David were here today, he would know. He would know 
what became of it. 

Thank you. 

The Cuatrman. Thank you, Dick. 

Any questions ¢ 

Mr. Sruuts. No, Mr. Chairman. 

The Cuarrman. Do you have any questions, George ! 

Mr. Huppuesron. No. 

Mr. Messick. No questions. 

Mr. Smryer. I will ask Mr. Bob Arnold, of the Anderson Electric 
Co. to make some remarks on the rulemaking powers of governmental 
agencies. 

The Cuatrman. Weare glad to have you. 

Mr. Arnorp. I am glad to be here. 

I would like to say, as an employee of Anderson Electric Co., we 
also delivered a statement to you gentlemen. 

The CHarrman. We have that. It has already been put in the 
record.® 

Mr. ArNnoip. We are going to concentrate our efforts along with the 
Associated Industries of Alabama. 

Mr. Stutrs. Are there going to be three gentlemen ? 

Mr. Smyrer. We will hurry it on up. 

Mr. Arnoxp. This istyped. If you would like to waive 

The Cuatrman. You goright ahead. 


STATEMENT OF ROBERT ARNOLD, ANDERSON ELECTRIC CORP., 
BIRMINGHAM, ALA., REPRESENTING THE ASSOCIATED INDUS- 
TRIES OF ALABAMA 


Mr. Arnorp. In connection with the small-business taxation 
study, the members of the Associated Industries of Alabama wish 
to voice a protest to the increasing Internal Revenue regulations which 


8 See statement of Thomas H. Fox, president, Anderson Electric Corp., p. 1218. 
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appear to be legislative in character or appear to refuse action or 
decisions as prescribed by legislated law. 

On a day-to-day basis, we have held the opinion that the Internal 
Revenue Service does a commendable job under most difficult cir- 
cumstances and that it is staffed by honest, conscientious, and well- 
trained personnel. At times we recognize that a fine line of demarca- 
tion exists betwen the intent of the tax code as enacted by the Congress 
and the issued regulations governing the field audits. 

We believe that a remonstrance should be made to the Commissioner 
regarding the increasing IRS regulations through the House Ways 
and Means Committee; and, perhaps the following points of view 
might be cited as reasons for our suggested appeal. “Further, we rec- 
ommend that closer liaison be maintained between the committee and 
the Internal Revenue Service to insure each regulation being in 
conformance with the intent of the code. 

To support this oe and suggestion in detail would require a 
complete and detailed report of each section of the Internal Revenue 
Service. However, we wish to furnish several instances that are cur- 
rently harassing small businesses in support of the recommendation to 
curb the issuance of regulations by IRS that tend to appear legislative 
in character. 

A major point at issue is the exclusion of salvage value from de- 
preciation as prescribed by Section 167: Depreciation, of the Internal 
Revenue Code of 1954. Recently, the IRS commenced a partial en- 
forcement of the salvage-value concept of a physical asset without 
giving prior notification to the public. 

Much has been written of which we are certain you are aware, but 
it is our understanding that the stepped-up depreciation methods al- 
lowed by the 1954 Code has prompted the TRS to commence enforce- 
ment of the salvage-value concept. 

Congress saw fit to allow more liberal methods of computing depre- 
ciation, and it is obvious that IRS has deliberately tempered such 
liberal treatment by enforcement of the salvage-value concept. 

The lack of enforcement of this section on the part of IRS prior to 
the issuance of the 1954 Code perhaps caused Congress at the time of 
preparing section 167 of the 1954 Code to believe that enforcement 
would not be made after the enactment of the revised code, causing 
Congress to fail to give salvage-value the consideration that IRS is 
now focusing upon it. Such principle was lightly treated under the 
old code, and the present or anticipated treatment now appears to af- 
fect every business in the country. 

It is our understanding that the IRS is in the process of preparing 
a public announcement dealing with the current practice and for the 
future intentions toward handling salvage value, and the House Ways 
and Means Committee is drafting a bill to bring about clarifying 
legislation. 

We cite this example of the need for continued monitoring of the 
code by the House Ways and Means Committee and closer liaison be- 
tween that body and IRS in the interpretation and enforcement of ex- 
isting legislation. 

We would like to cite an example wherein the IRS has deliberately 
failed to issue regulations as provided by the existing legislation to the 
detriment of many corporate taxpayers; that is, the subject of accrual 
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of vacation pay. Section 462 of the 1954 Code permitted the accrual 
of vacation pay as a deductible expense. 

When section 462 was repealed in 1955, the IRS postponed the ap- 
plication of strict accrual rules for the tax year ending after 1955, and 
it was later postponed three times to June 30, 1956, and again to Janu- 
ary 1, 1957, and it has now been postponed so that the new rule is not 
applicable to tax years ending prior to January 1, 1959. 

In short, any employer who has entered into a union contract to 
give vacations with pay in the year after being earned cannot effect ac- 
counting to add to a vacation accrual and take the expense as a deduc- 
tion from current operations, when there is no doubt for the liability 
of the employer to pay vacation sums to employees in the following 
years or upon separation. In this particular area, refinements in cor- 
porate accounting for tax purposes has stood still while union contracts 
have nominally grown. 

We are certain that you are well acquainted with the furor raised 
by the reimbursable expense information required on form 1040, which 
provides simply for the reporting of those expenses on the part of an 
individual which can be deducted in computing his adjusted gross in- 
come. Business recognizes the implication of the reporting as a head- 
ache in that accounting difficulties and tremendous administrative 
work will be incurred to satisfy the recording of reimbursable 
expenses. 

While we support the proposition that everyone should pay his just 
tax, we recognize the merit of this reporting as making each employee 
more conscious of his tax duty. However, we believe that the House 
Ways and Means Committee should investigate the situation and pro- 
mulgate clarifying legislation to clear the air as to what type of 
expenses are applic: able and to what category of business person 
should be required to report such expenses in detail. 

By the same token, the IRS has requested that the cost of advertis- 
ing taken as a business deduction should be itemized in the Federal tax 
return. 

Although we realize that Congress may require disclosure and de- 
scription ‘of deductible expenses as captioned in section 162, “De- 
ductible Expense,” we believe that the requirement imposed by the 
IRS to completely detail a deductible expense categorically, such as 
advertising, causes undue hardship on the part of many firms. 

While we understand that the Commissioner has justifiable reasons 
for requiring a complete detail of expenses, such as advertising, we 
believe that the listing of one expense categorically will not satisfac- 
torily support the correctness of all expenses deducted under the afore- 
mentioned section. This situation can be easily remedied by stating 
that such information is generally available during the audit of the 
corporate records by the IRS. 

We would like to call your attention to the fact that the Commis- 
sioner does not always follow court decisions, except in the case of the 
Supreme Court; and in many areas pits the decision of one court or 
district against another. 

In the case of depletion, for example, the Commissioner has in one 
ase refused to recognize depletion to the lessee mining minerals which 
are sold to the lessor. While in another almost identical case, he re- 
fused depletion to the lessor while allowing it to the lessee. 
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This causes confusion in the minds of interested taxpayers and 
makes them uncertain of the tax liability for substantial periods. In 
fact, instances have come to our attention locally where decisions have 
not been applied to either party with the thought of making the tax- 
payers going to the Tax Court for a review. 

Locally, situations have existed to the point that one party has been 
unable to expand his mining operations and has held funds in sus- 
pense for an anticipated liability that might well have been devoted 
to plant improvements. 

The created situation is one that materially affects small businesses 
who normally do not have adequate resources for disputed tax reserves 
and at the same time requirements for improving their market 
positions. 

In the interest of continuity throughout the several offices i. we 
it is believed that once a position or “decision is rendered by au- 
thorized court, or another office of the IRS, that the decision should 
be adhered to throughout the agency for preparation and ultimate 
auditing of tax returns. 

In no way do we wish to construe that the IRS has abused the 
privilege of issuing regulations, but rather we wish to recommend 
that close liaison be established between the House W ays and Means 
Committee and the IRS for the interpretation and application of the 
tax regulations before being issued publicly. 

I thank you. 

The Cuairnman. Thank you. 

George, any questions ¢ 

Mr. Huppiesron. No questions: 

Mr. Sruurs. No questions. 

Mr. Messick. No questions. 

The Cuarrman. Thank you very much. We appreciate your 
statement. 

Mr. Saver. Mr. Chairman, I next will ask Mr. Elmer Bissell, who 
is the president of the Air Engineers, to make a brief statement on 
inheritance taxes. 

The CHarrMan. Very glad to hear from you. 


STATEMENT OF ELMER BISSELL, PRESIDENT, AIR ENGINEERS, 
INC., BIRMINGHAM, ALA. 


Mr. Brsseiu. I will only take a minute. I ama fellow who started 
his own business when I got out of the great university at Auburn. 

The CHairman. Are you saying that with a peculiar inflection ? 
| Laughter. | 

Mr. Brsseiti. I am speaking for this thing on the inheritance tax. 
If I die, my business is gone, and [ have a lot of people who have 
helped build that up, and there is no way that I can do it and live 
under the present tax structure. I mean, I think you know, John, as 
well as I do, that to make a good living is about all you can do today. 

But the thing that worries me the most is that a lot of peop: 50 or 
60 percent down there, helped me build thin business up, and if I drop 


dead tomorrow I can’t carry enough tax insurance to cover taxes, 


unless [ want to live like a pauper, which I don’t want to do; and you 
can't leave too much to your children now. TI have got four of them. 
By the time you split that up, there is not too much. 


pees 
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I just want to bring to your attention that it is a problem just per- 
sonally to me, and I am sure it is to other people that have come out 
and have been industrious, and there should be something done to build 
up people that want to amount to something in our community and 
try to make it a better place, like you fellows have donated your lives 
to better government, and some of us have got to donate our lives to 
make it a better business place, to build it up. 

The CuarrmMan. You are talking about the inheritance tax, and I 
think that is the tax that a great many people are prone to overlook, 
and I think you are exactly right in that for a closely held company 
and particularly one that has gone for a long time in one family, it 
becomes one of the most onerous. 

Now, we have had two proposals before us. As you know, I intro- 
duced a bill that would have given the estate the absolute right to 10 
years in making the payments, and even more than that, in the event 
undue hardship could be proved over that period of time. 

Mr. Curtis in the House has introduced a bill that would permit the 
company to buy $100,000 worth of tax certificates in anticipation of 
inheritance tax, interest free, no interest, which would not be a part 
of the estate. And we have had some testimony in favor of that today. 
I wonder what your thought is. 

Mr. Bissexu. I think anything that would help alleviate that situa- 
tion 

The Cuarrman. If you can work out a combination of the two, you 
probably would get it better; wouldn’t you? 

Mr. Brsseix. I don’t believe you are going to get it eliminated, do 
you, just being practical ? 

The CuatrMan. It was on there long before I went to Congress, and 
I haven’t seen any move made since I went in to eliminate it. So I 
doubt very seriously that it will ever be eliminated. 

Mr. Bisseti. A business can continue more from the standpoint of 
the people who have helped build it up. You have got a lot of people 
who depend on that for their livelihood, and our committee has made 
recommendations repeatedly. Thank you very much. 

The Cuamman. Allright. Thank you. 

Sid? 


STATEMENT OF SIDNEY W. SMYER, PRESIDENT, BIRMINGHAM 
REALTY CO., BIRMINGHAM, ALA., AND CHAIRMAN OF THE TAX 
COMMITTEE OF THE ASSOCIATED INDUSTRIES OF ALABAMA 


Mr. Smyer. For the record, I am Sidney W.Smyer. Iam president 
of the Birmingham Realty Co., which is the successor of the company 
formed in Birmingham in 1871, and the Dolcida Quarry Co., a wholly 
owned subsidiary of the Birmingham Realty Co. Iam vice president 
of the Title Guarantee & Trust Co. 

I am appearing here as chairman of the tax committee of the Asso- 
ciated Industries of Alabama. I am not going to read at length, other 
than mention three things. We had other speakers to come here, but 
on account of illness, or something, they couldn’t appear. 

One of the things is, John, the repeal of the emergency transporta- 
tion tax, which we appreciate very much, as I understand that you 
have supported that repeal. We certainly think that it should be 
repealed. 
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When you put in an emergency act that Congress or the legislature 
or the municipality doesn’t repeal, people lose faith in the integrity of 
the body that doesn’t repeal it. 

The second thing is that we favor Government getting out of private 
business as much as possible, and I have a little statement to that effect. 

The third is that we do not feel 

The CuHarrman. Have you seen the report that our committee made 
on the discontinuance of commercial-type operations by the Federal 
Government, Senate Report No. 1015, issued last August ? 

Mr. Smyer. We did. It was wonderful. You have got a report 
that the Bureau of the Budget, I believe, put out in March. We em- 
phasize the assistance that the C ongress can give us on that. 

Mr. Messick. May I interrupt at ‘this point ? 

The committee staff just received a report from the Department 
of Defense that 62 additional functions of Government in com- 
petition with private enterprise have been closed by the Department 
since the report was published last summer. I don’t know what the 
size of those functions are that were closed, but it is indicative of 
perhaps some progress. 

Mr. Sayer. Well, we are certainly glad to hear that, and we cer- 
tainly appreciate it. 

The CHarrmMan. By the way, you said you had a statement on that. 
That will be made a part of the record. 

Mr. Smyer. Yes; that will be made a part of the record. 

(The document referred to is as follows:) 
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ASSOCIATED INDUSTRIES OF ALABAMA, 
Birmingham, Ala. 


GOVERNMENT COMPETITION WITH PRIVATE ENTERPRISE 
(Adopted by the board, June 16, 1954; reviewed and revised, April 19, 1956) 


The function of Government is primarily political rather than economic. The 
Government’s responsibilities do not encompass competition with its own citizens 
in the fields of production and distribution. Insofar as governmental activity 
invades the field of private enterprise it threatens the other elements—civil 
rights and civil liberties—inherent in our system of Government. 

Given the same conditions, there are no circumstances under which private 
enterprise cannot operate in the field of the production and distribution of goods 
and services more efficiently than can Government. The only cases where, on 
the surface, this is not apparent are those in which through subsidies, freedom 
from taxation or improper allocation of costs, Government enjoys a definite 
competitive advantage. The hidden deficits resulting almost inescapably from 
Government-operated business competing with private business are always paid 
by the taxpayer. 

Thus Government enterprise must necessarily choke out competing private 
enterprise. The consequent diminished area of taxation intensifies the tax 
burden upon remaining private enterprise and further increases the handicaps 
under which private enterprise is unfairly required to compete with the Govern- 
ment. 

Government competition with private enterprise is a major deterrent to the 
flow of job creating capital into private enterprise. It destroys private capital 
investment incentives and can only lead to state ownership of all enterprise. 


Mr. Smyer. The resolutions adopted at the annual meeting of 
October 24, of this association—I have but one copy of that, Senator, 
and I would like to leave it with the reporter. 

Senator SpARKMAN. We will include the document in the record. 
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(The document referred to is as follows :) 


EXHIBIT 4 
RESOLUTIONS ADOPTED BY AIA aT ANNUAL MEETING, OCTOBER 24, 1957 


In carrying out the theme of this annual meeting, we fully realize if our free 
enterprise system is to continue as we have known it that everyone must become 
interested in good Government and put forth effort to see that we have it, 
Therefore, 

Resolved, by the members of Associated Industries of Alabama, in annual 
meeting assembled, October 24, 1957, That we go on record as follows: 


NATIONAL LEVEL 


I. In our opinion the Constitution of the United States has been attacked, 
weakened, and misinterpreted and misconstrued by decisions and opinions of 
the Federal judiciary, that the several States are now in grave danger of losing 
all rights guaranteed them by the same Constitution, and if the present trend 
continues the day will come when we will have one controlling Federal Govern- 
ment and the State government will be a thing of the past. 

We strongly and respectfully urge the Congress of the United States to enact 
legislation to restore, protect and preserve the sovereignty of the several States 
and that they enact legislation to nullify the Supreme Court decisions which 
have taken from the States the rights guaranteed them by the Constitution. 

Ii. As to labor we favor: 

1. The right of any individual to be employed regardless of membership or 
nonmembership in labor organizations. 

2. The passage of national legislation to secure this right. 

The application and antitrust laws to labor unions in such a way that 
monopoly and restraint of trade by them is outlawed. 

4. Repeal of the Walsh-Healy Act. 

Iil. As to taxation, we favor: 

1. A balanced budget. 

2. A Federal tax program equitably borne by all and punitive to none. 

3. A return to State and local governments by Washington of certain tax 
1 
4 


2 
”. 


« 


sources and service responsibilities, thereby reducing centralized control. 
. The repeal or substantial reduction of confiscatory estate taxes. 
5. Elimination of double taxation of dividends. 

6. A constitutional amendment to limit the rate of income taxes. Until such 
an amendment can be enacted, we favor the Sadlak. (H. R. 6452), Herlong 
(H. R. 9119) bills, which over a period of 5 years would bring top rates on 
both personal and corporation income taxes down to 42 percent. People now 
pay up to 91 percent and corporations 52 percent. 

IV. As to foreign competition with private enterprise : 

1. We favor maximum protection and consideration of American industry and 
American workers against the effects of foreign competition, whether this com- 
petition oceurs in the form of import or export. In particular we urge the full 
and vigorous enforcement of the Export Control Act of 1949. 

2. Where the competition of foreign countries comes from substandard wages 
we recommend the consideration of quotas on imports. 

3. We oppose the use of American funds for building competitive plants in 
foreign countries, the influx in this country of goods made in such plants, and 
the acceptance of bids by foreign companies on Federal projects. 

V. As to Government competition with private enterprise, we favor: 

1. Legislation which would terminate Government operations which are com- 
petitive with private enterprise. 

VI. As to Government regulation of private enterprise, we favor: 

1. Legislation which would make good faith in meeting a lower price of a 
competitor a complete defense to prosecute under the Robinson-Patman Act. 

VII. As to legislation, generally, we favor: 

1. Legislation which would not permit Federal preemption in a given field 
unless Congress specifically indicates that such is the intent. (H. R. 3—Smith, 
Va., and S. 337—McClellan, introduced in last session of the Congress and still 
in the Judiciary Committee will accomplish this aim. ) 

2. The passage of a constitutional amendment to limit the creation of Federal 
laws by treaty. (S. J. Res. 3, Bricker, will accomplish this. ) 
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STATE LEVEL 

I. As to labor, we favor: 

1. The retention of the Alabama right-to-work law. 

II. As to taxes: 

1. We favor a State tax program, equitably borne by all and punitive to none. 

2. We oppose all discriminatory types of taxes, such as the recent House 
bill 835. 

III. Generally, we approve: 

1. The Lackey-Edwards Education Senate Commission and offer our help in any 
way needed by this Commission. 


2. The constitutional amendments for a $4% million general obligation bond 
issue for the Alabama Medical Center; $4% million general obligation bond issue 
for certain needed buildings at Auburn; $3 million bond issue for State school 
for the blind and deaf, at Talladega, and to permit not more than 4% percent 
interest on bonds already authorized by a previous act and amendment to con- 
stitution for the Partlow School buildings. We believe that the revenue above 
the general fund budget will be sufficient to finance the bonds authorized under 
these four amendments. 

Mr. Smyer. The only thing I want to call your attention to is that 
we also believe in our free-enterprise system, that where the co-ops 
are directly in business and make a profit, they should also bear some 
proportionate part of the tax burden because, not so much in Alabama, 
as you know, Senator—we have some, but in my travels over in the 
Western States, and so forth, I will tell you it just looks like to me 
every business over there is a co-op, certainly competing with private 
enterprise. 

I dont’ want to take any more time, but George (Congressman Hud- 
dleston), I want to say this to you. I appreciate very much that that 
very enlightening statement that you made. It took time for you to 
make such an analysis. 

I want to say to both of you and the chairman that we do appreciate 
your leadership in Congress. I know of no time in the history of 
this country where we need more devoted leadership, regardless of 
what price you have to pay for standing your ground for what you 
believe. Certainly, when our Chief Executive is in the condition that 
he is in, we must lean more and more now on the leadership of our 
representatives in Congress. And we appreciate your giving us this 
opportunity to come before you and express ourselves a little bit. 

I just want to give you one personal thing. As president of the 
Doleida Quarry Co., that company, fortunately, is in good financial 
condition. It has always been in good financial condition. On 
account of the increasing cost of doing business, and that includes the 
increase in salaries, because unless we do increase the salaries, we are 
giving the employees a reduction of wages, it became necessary for us 
to install a crusher, a larger crusher. We are not trying to increase or 
expand; we are just trying to keep as is. But, to keep as is, it caused 
us to expend a little over $102,000 in equipment to replace an obsolete 
crusher that has been in there for some 20 or 30 years. 

Well, all the money that has been paid for the benefit of the stock- 
holders in the last 3 years was not enough to pay for that amount. 
So we were forced into buying on time, which has been against the 
policy of this company since its organization in 1907. In other words, 
there was not enough earnings left in the company to buy. If we 
hadn’t had good credit, we couldn’t do it. Now, that, gentlemen, is to 
Just keep even, not to try to expand, but just keep even. 

T again thank you for the opportunity of appearing before you. 

97385—58—pt. 3——15 
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The Cuarrman. Thank you, Sid. I am indebted to all of your 
group for a very fine presentation. 

Next, Mr. Clarence Lloyd, Dixie Electrical Manufacturing Co., 
Birmingham. 

Mr. Lxoyp. I will confine my remarks to reading this short state- 
ment I have, because I see you keep looking at the clock and you must 
be a little behind schedule. 

The Cuairman. Thatisallright. Go ahead. 


STATEMENT OF CLARENCE LLOYD, VICE PRESIDENT, DIXIE 
ELECTRICAL MANUFACTURING CO., AND FORMER DIRECTOR OF 
COMMITTEE OF 100; BIRMINGHAM, ALA. 


Mr. Lioyp. For about 5 years, I worked daily with the problems 
of the small-business man while our city and county were trying 
earnestly to attract new industries to this area, and develop those 
industries which were already here. While the Committee of 100 was 
able to attract to this area a great many of the larger new industries, 
we discovered early in our program that our big job and our most 
time-consuming task lay with the development, encouragement, and 


growth of our small businesses that were already here. 

In particular, we noted that the initial financing problems were 
the most crucial even when there were competent managers, and sound 
ideas and programs to pursue. It was difficult for the small-business 
man to obtain the necessary credit, and even when he had the credit, 
it was hard for him to hold enough of his earnings so that the business 
could grow, and so that he could meet competition. Too much of 


his earnings were taken for the payment of taxes. 

It is on this point of the relationship of tight money and taxation 
that I ask your consideration. The two go hand in hand. 

You gentlemen are aware of the great need for adequate working 
capital in a small business. You know that working capital is repre- 
sented principally by the current or more liquid assets on the balance 
sheet. You also know that the tax obligations are paid from these 
liquid assets. 

It is thus obvious that a heavy tax obligation has its greatest impact 
on those very assets which are most needed in the day-to-day operation 
of a small business. In fact, the Federal income taxes have such a 
heavy impact that a small business earning $25,000 or more has to 
pay more than one-half of it to the Federal Government, and then 
another tax is paid by the stockholder, if there is a dividend. 

The point is that with less than one-half of the earnings available 
for growth, the business cannot expand or develop as it should, and 
this is especially true if the investors receive any return on their invest- 
ment. ‘This restraint on small business’ working capital causes most 
small businesses to be seeking at all times a source of credit to help 
them in their early years. 

As you know, money has been tight and the costs of loans have been 
high during the last several years. This has resulted in greater 
numbers of bankruptcies than we have had at any time since 1933. 
Such a situation should not be tolerated. 

Tax ti om 0 before you, therefore, have a direct bearing on this 
crucial credit problem of the small-business man, and the 4 or 5 major 
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proposals which have been made at other tax hearings would each 
aid the small-business man so that growth and development would be 
likely as a consequence, and at the same time the tax income of the 
Federal Government would be greater. 

In the light of this approach of relating taxes and credit consider 
the following: 

(a) Graduated income tax imposing a lesser tax on the small cor- 
porations and businesses with small earnings, and heavier taxes on 
the larger earners; this, along with a higher surtax exemption to about 
$200,000; both would leave a bigger portion of the business earnings 
with the small business that needs it most. 

(b) Permission to pay estate taxes over a 10-year period when the 
principal asset is stock of small closely held corporations, would avoid 
many of the insolvencies, bankruptcies, and forced sales that occur 
now simply because the Federal Government insists on every dime of 
its tax immediately after death. 

(c) Rapid depreciation being allowed for used equipment in the 
same way as for new equipment would permit the small business, 
again, to hold back a larger part of its earnings and thus partially 
avoid the necessity for a struggle with the credit problem. 

(d) Permission for stockholders in small corporations having 10 or 
fewer stock owners to treat themselves as partners for tax purposes 
would avoid the double impact of corporate taxes and would simply 
require income tax payments by the owners of the business. Natu- 
rally, the avoidance of the double tax would make it possible for 
greater earnings to be retained by the business, 

In conclusion, from a number of years’ experience in the work of 
the Committee of 100, with civic organizations, with direct participa- 
tion in a small business, and with study of the problem, all cause me 
to feel that adoption of the proposed tax changes would have a snow- 
ball effect. There would not only be the direct assistance from the 
improved tax picture, but there would be direct benefits such as the 
one relating to credit. 

I earnestly support these proposals, and hope that it will be pos- 
sible for the coming session of Congress to take action. 

We know that the bills have already been introduced in past ses- 
sions of Congress. We know there would be no substantial loss of 
revenue to the Federal Government. We know that obstacles have 
been thrown into the path of you members of this committee. Just 
tell me what we can do to help you get the support you need to enact 
this legislation. 

I have over a period of years had the pleasure of working with 
Mr. Foy, over there. He has been a great help to us in this com- 
munity. 

I would like to make a few other comments, but I will just, on 
account of the lateness of the hour, confine it to this statement. 

The Cuarrman. For the benefit of the record, Mr. Fred Foy is in 
charge of the local Small Business Administration office. That is the 
one you referred to? 

Mr. Luoyp. That is right; yes, sir. 

The Carman. We are glad to have that comment. 

Mr. Luoyp. Thank you. 

The Cuairman. Any questions? 

(No response. ) 
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The Cuarrman. Mr. James H. Denney, director of sales, Floyd & 
Beasley Transfer Co., Inc., Sycamore, Ala. We are glad to have you 
with us. 


STATEMENT OF JAMES H. DENNEY, DIRECTOR OF SALES, FLOYD 
& BEASLEY TRANSFER C0., INC., SYCAMORE, ALA. 


Mr. Denney. I am glad to be here and take a part in this. I have 
been these past 25 years associated with the motor-truck industry, and 
I have seen it grow from a beginning to where now we are second 
only to agriculture in America as next largest industry in America, 

I have Eien associated with Floyd & Beasley for the past 12 years, at 
Sycamore, Ala., and I am also on the board of governors of the South- 
ern Motor Carriers Rate Conference at Atlanta, Ga., which is the 
rate-making body for the Southern States, and I am on the board of 
directors of the Common Carriers Conference of the American Truck- 
ing Association in Washington, D. C. 

hrough those connections, I have seen a lot of small truck lines 
that have had to merge, to even retrieve anything from their financial 
predicament. 

I think that this very committee has recently had a hearing,’ and 
had a report on the merging of the carriers and the treatment of the 
small carriers in the mergers. We have had an interest here in this 
particular hearing because we are a small company. We grossed 
about $1,600,000 last year, and our operating ratio was in excess of 
98, so that you can see that was before taxes, and we didn’t have too 
much of a margin of profit. 

When you bear in mind that today one of the tractors and semi- 
trailers that we have to have to operate our business runs about 
$20,000 for a single unit, we hardly have enough at the end of the year 
to buy one truck. And based on that, we would like to see some- 
thing done. 

We have no exact position on the estate or inheritance taxes, but we 
are faced with that problem because we are a small, closely held cor- 

oration, and, in a family, and we will have that problem some time. 

Je realize it is a very serious problem, but we tried one time to meet 
it by insurance, where we would insure the two partners at the time, 
before we incorporated, but the insurance ran so high that we couldn't 
get up the money to pay the premiums, and we had to drop that idea. 

We are in favor of some adjustment in the income taxes to give us 
working capital, so that, when the end of the year comes, we will have 
a little bit left over to plow back into the business. 

We are also confronted with the fact that the trucking industry 
as a whole, and we as a part of it, has been called upon as the main 
ones to support this new highway program, and we have been given a 
double rap there because we have the taxes to pay on the equipment 
that we have, and, even if we would have a unit burn up tomorrow, 
we have paid that tax, and I think there is some move to give us some 
relief there, but up to now we haven’t had a way to get our tax 
back or get a credit on the new vehicle that we had to buy. If we 
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replace the vehicle with another vehicle, we have just lost that year’s 
tax which we have to pay in advance. 

Now, on the same group of taxes, we buy a new truck, with Federal 
excise tax on it. Then, in addition, we are taxed on the equipment, on 
the tires, on the camelback that we have to recap, and we have the 
aditional cent a gallon on the gasoline tax, which makes the Federal 
tax to 3 cents. 

On the transportation tax, we would like to see some relief there for 
the reasons that these other folks have given, in addition to which 
reasons we have that private operators, such as a textile mill—and we 
haul primarily for the textile industry in Alabama—can go into busi- 
ness and they can haul their own goods and they don’t have that 3- 
percent transportation tax, so they have a 3-percent advantage on us 
on the freight rates before we start out. And it gives an advantage 
against the common carrier, that has built up his business and got his 
equipment, in favor of the private operators. 

Then, in all of these taxes that we have, we almost have to have one 
clerk to act as a collection agency for the Government, for which we 
get no reimbursement, to keep up with the transportation tax and 
payroll taxes, and all of which—none of it comes to us. We are just 
collecting it for Uncle Sam, and just about, in a company like ours, 
it takes one clerk’s time to keep up with all those things. 

On the depreciation, which one of the gentlemen has touched on, 
we understand, too, that the Internal Revenue Service is going to ask 
for what they term a more realistic salvage value, and we are here 
to say that we can’t tell today what a truck will be worth next week, 
even, let alone be worth 2 or 3 years from now. And they set those 
realistic salvage values so high that it will be a further hardship on us 
to stay in business, because we won’t be able to take the depreciation 
that we have and replace the equipment. 

We can’t do it now, but it is going to be even worse if they set up 
some fantastic value on the salvage of the equipment. 

We now put on what we feel is a nominal tale and what we can 
get out of the equipment when it comes time to sell or to trade. 

Then, the real-estate tax that we have there at Sycamore, Ala., which 
is an unincorporated town about 53 miles southeast of here, is of no 
value to anyone but ourselves, and we, like some of the other gentle- 
men, had to go to the Reconstruction Finance Corporation and bor- 
row money to get that property that we now have. But, being located 
like we are out there, if we wanted to dispose of it, it wouldn’t be of 
any value particularly to someone else. And when we want to borrow 
money on it, it has no value to borrow money on because there is just 
no use for that type of property except for our particular business. 

We are under the Interstate Commerce Commission, and they do 
not allow the accelerated depreciation, and, if we were to attempt to 
take advantage of that, then we would have to keep 2 sets of records, 
1 for the Commission, and 1 for our business purposes. 

The mergers that I touched on are a great factor here in this part of 
the country. We have seen the carriers that are domiciled here in 
the Birmingham area, particularly the smaller carriers that operate 
wholly in the confines of Alabama—a lot of them have been bought up 
and those that aren’t bought up are just not able to pay their bills 
today with this increased burden that they have to carry. 
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The gentleman mentioned the contributions. We are called on in 
most every town that we operate in to help with the community chest 
or some other welfare group, and we do try to do our part and help, 
but it exceeds the 5 percent that we are able to take off, and I think 
that there should be some consideration given there, as was pointed 
out. 

Now, that is all I had to say. If any of you have any questions, I 
will be glad to try to answer them. 

The Cuarrman. Thank you. 

George? 

Mr. Huppreston. No questions. 

The Cuarrman. Walter? 

Mr. Sruurs. No questions. 

Mr. Messicxs. No questions. 

The Cuarrman. Thank you very much. We appreciate that state- 
ment. 

_ Mr. Charles R. Rew, Sr. 

Mr. Huppieston. Before Mr. Rew proceeds, I would like to ex- 
plain that Mr. Rew is a member of the President’s Advisory Com- 
mittee on Small Business and, as such, I am sure the committee will 
be happy to have the benefit of any comments he may wish to make 
on the subject of impact of Federal taxation on small business. 

The Cuarrman. Thank you. 


STATEMENT OF CHARLES R. REW, SR., PRESIDENT, ALABAMA 
MANUFACTURING CO., AND PRESIDENT, ALABAMA APPLIANCE 
CO., BIRMINGHAM, ALA. 


Mr. Rew. Thank you. 

I read a good article in the December issue of Fortune magazine 
last night that I brought to Senator Sparkman, entitled “The High 
Cost of Money,” because I realize he has been a very busy man, and 
I doubt that he has had an opportunity to read it. The article was 
written by Marcus Wallenberg, of Stockholm, Sweden, one of the 

eatest private banking people in the world, I believe, because 
Sweden is getting along pretty well, and always has done so, tendin 
to her own business, incidentally. She is coming out all right. 
thought maybe you might enjoy reading it. 

The Cuarrman. I would indeed. Thank you. 


(The article from Fortune magazine, entitled “The High Cost of 
Money,” is as follows:) 


ExHIsiT 5 
THe HiecH Cost or MONEY 
(By Marcus Wallenberg) 


TO COMPENSATE FOR THE “BUILT-IN UNSTABILIZERS” IN MODERN DEMOCRACIES, WE 
NEED REFORMS TO PROMOTE VOLUNTARY SAVINGS AS THE ONLY TRUE SOURCE OF 
CAPITAL 


Hard money has been earning a hard name for itself. Though at the moment 
interest rates show some signs of easing, they have been advancing fairly 
consistently since the end of World War II. This advance has stirred up a 
storm of criticism. Investors have blamed tight money for recent declines in 
stock-market values. Economists have warned that it could bring on a real 
industrial recession. Meanwhile, spokesmen for the less developed nations have 
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argued that the high cost of money is denying their natural aspirations for 
economic progress. At a time when investment opportunities seem unlimited, 
borrowers complain that they are being thwarted by the tightfisted policies of 
private and central bankers. 

As a private banker myself, I believe that much of this criticism has been irre- 
sponsible and is based on a delusion. The delusion is that high interest rates 
are the cause of a worldwide shortage of capital, whereas clearly it is the short- 
age that his caused the rise in rates. With this as a premise, I have two points 
to make about recent monetary developments. I believe, in the first place, that 
many countries have come to rely too exclusively on monetary policy as the 
means for preventing inflation and deflation, and have overlooked the effect of 
what I call the built-in unstabilizers of our society. I also believe that, if the 
worldwide capital shortage is to be overcome, we cannot rely exclusively on the 
interest rate to do the job. Rather, through tax and fiscal reform, we must 
actively promote a greater flow of voluntary savings, which are in the last 
analysis the true source of capital accumulation in a free community. 


The danger of “foreseen inflation” 

In taking this position, I dissociate myself completely from those who argue 
for cheaper money on the grounds that a little creeping inflation will do no 
harm, and is indeed a sign of progress. This is a dangerous fallacy. It over- 
looks the basic fact that inflation tends to become foreseen and thereby create 
serious dislocations. A foreseen inflation develops when everybody in his eco- 
nomic planning assumes as a certainty a future fall in the value of money. 
Apart from yearly demands for raises, wages in a period of foreseen inflation 
are also generally linked to the current price index. The usual and moderating 
timelag between price advances and compensatory wage increases is thus elimi- 
nated and the inflationary process is speeded up. Index-linked wages are likely 
to upset government budgets because governments find it difficult to resist the 
temptation to hold prices down by granting temporary subsidies. However, over 
a period the subsidy method is bound to fail and at intervals the price level must 
be adjusted. 

Structural dislocations in the money and capital markets are another unavoid- 
able effect of foreseen inflation. A systematic flight from money into real 
assets will adversely affect the volume of time deposits in commercial banks 
and savings institutions. Insurance savings will be hit as well. All this means 
a shrinking capital market except for equity money. Any long-term financing 
required, such as for housing, will have to be taken over by the government. 
And the government will find itself in a precarious situation since it will face 
the same great difficulties as everybody else in floating long-term loans on the 
market. More fuel will be added to the fires of inflation as the government is 
forced to resort to short-term financing of the public debt by banks. This is the 
situation right now in my own country, Sweden. 

Another characteristic of foreseen inflation is the recurrence of balance-of- 
payments crises. If all trading partners were always exposed to inflationary 
tendencies of equal strength, external balances need not be upset. However, 
an equal degree of inflation in all countries at the same time is an unusual 
coincidence, as experience shows. And so the brisker the pace of the inflationary 
process gets, the more vulnerable external trade balances become. 

Thus inflation is, or certainly in the recent past has been, a real enemy of 
progress, and we must not court its recurrence. The cause of inflation is not 
always purely monetary in origin. In many countries immediately after the 
war the formidable task of shaping economic policy was embarked upon with 
dangerous overoptimism. Heavily influenced by Keynesian economics inherited 
from the thirties and the forties, politicians ambitiously took on all sorts of 
economic responsibilities. Now a rather frustrated search for alternative means 
of action is taking place. What was in large part overlooked by those making 
economic policy in the last few years is the fact that society has been undergoing 
deep changes in most countries. These changes have saddled us not with built-in 
stabilizers but with built-in unstabilizers. 

Monopolistic trade unions and the political peculiarities of modern democracy 
have caused rising wage claims, income transfers, and an ever-expanding sector 
of government activity. During election campaigns political parties heavily 
mortgage the national product. At annual wage negotiations trade-union offi- 
cials naturally consider it their job to demand higher remuneration for labor. 
They do so in the confidence that if higher money wages create some unemploy- 
ment, the government will take care of those thrown out of work. Thus higher 
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money wages and expanding government expenditures tend to reinforce each 
other, and if the government tries to arrest the inflationary process throygh 
higher taxes, the process may actually be accelerated. 


The limits of money policy 


Recent experience indicates that where governments try to tax away more than 
30 percent of the national product, they encounter severe public resistance and 
actually encourage demands for higher wages and incomes. It should also be 
noted that public expenditures, unlike those of private individuals, operate largely 
without the guidance of that sensitive compass, the free-market mechanism, 
and hence are not likely to adjust to changes in economic conditions. The net 
result is that as public expenditures rise, the whole economy tends to lose its 
adaptive character. 

In view of all these changes, governments have had to resort to devices such 
as price ceilings and investment controls to correct the economic situation. They 
have also, often after long hesitation, adopted tight-money policies aimed at the 
restraint of credit and resulting in higher interest rates. This rise in money 
rates is certainly preferable to more direct forms of economic controls. But in 
view of the real causes of inflation outlined above, one may well ask whether tight 
money alone can or should be asked to shoulder the whole load of maintaining price 
stability. Indeed, there may well be dangers in this course. For tight money 
may not in fact correct our built-in unstabilizers. If this is so, monetary restraint 
may result, not in necessary wage and price adjustments, but rather in stagnation 
or crisis. 

Let us suppose that in the face of repeated union demands for higher wages the 
central bank refuses to furnish more money to “float off’ the rising structure of 
costs. At this point business firms will not be able to pass on higher wages in 
the form of higher prices to the public and will find themselves increasingly 
strapped for cash. Their first recourse will be to cut back their production and 
lay off men. If powerful unions now make further wage demands, the situ- 
ation will deteriorate still more. Faced with growing liabilities caused by unem- 
ployment, the Government itself will face an acute liquidity crisis. Thus the 
paradox could come about that a sound money policy could be completely thwarted. 
Instead of resulting in larger production at lower costs and prices, it might lead 
instead to smaller production at higher costs and prices. 


The underdeveloped 


This gives a gloomy picture of domestic problems that could arise if tight 
money is used as our only weapon against inflation. Let us now turn to the 
monetary and investment problems that face us abroad. 

The highly industrialized countries have an interest, of course, in seeing an 
increased flow of private capital into the underdeveloped areas. But if indus- 
trial countries find themselves short of capital, this outward flow will be im- 
peded. The rapid technical development of the present time has created new 
domestic investment opportunities on an increasing scale. This will tend to keep 
more money than usual at home in industrial areas, particularly if credit facili- 
ties have to be restricted. In addition, capital investment abroad has been dis- 
couraged by threats of nationalization and transfer difficulties. 

Aside from direct foreign investment, there is, of course, a second type of 
foreign capital flow which in the past has played a large part in economic devel- 
opment. I refer to foreign lending that is governed by international differences 
in interest rates. This source of international finance was once very impor- 
tant, but a long record of defaults has made it less tempting for investors to stake 
their money in long-term foreign claims. In addition, capital markets in ad- 
vanced as well as less advanced countries have been too adversely affected by 
inflationary distortions to function in a normal way. There are, therefore. many 
reasons why higher interest rates in less developed countries are not a sufficiently 
powerful magnet for capital. This is particularly true when, as is often the case, 
the higher rates do not even compensate for a faster fall in the value of money. 

Thus, we face a serious situation, not only at home but abroad. Economic 
policy has in the main proved to be impotent to deal with the built-in unstabilizers 
formed by political and institutional pressures for immediate realization of im- 
possible consumption levels. Insufficient room is left for real capital formation 
in a period of unrivaled investment opportunities in the introduction of new 
techniques or in the development of backward areas. There is a risk that events 
might take a turn that would not only hamper industrial progress and economic 
development, but jeopardize achievements already reached. 
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A serious warning should be sounded against the idea that the required capital 
supply could be secured by various forms of forced savings, including the obliga- 
tory pension plans now talked of in various countries. Such systems could not 
be effective unless we gave up basic freedoms. The experience of various coun- 
tries shows that forced savings have failed as an anti-inflationary force because 
people did not want and did not have to accept the hardships imposed. The 
Soviet Union has, of course, managed to extract forced savings with considerable 
success, but at what price to human liberty we all know. 


The need for radicalism 

What, then, is the answer to the worldwide capital shortage? Assuredly it is 
not the simple substitution of cheap money for dear money. For this fails to get 
at the root of the problem. Rather, the answer lies in a radically new depar- 
ture in economic policy. If I were to advise policymakers where to start, I 
would suggest that they take into account the following three facts: First, people 
want progress; second, they expect it to be reflected in more purchasing power 
put at their disposal; and, third, and most important, governments have virtually 
no way of stopping people from trying to enforce their wants—save by tampering 
with the basic freedoms. 

This being so, we can do no better—apart from moderating excessive trade- 
union demands and excessive election promises—than limit public spending and 
drastically promote voluntary savings. This policy would have to include a 
general overhaul of taxation so as not to punish savings and productivity, as is 
now the case. Savings should be deductible from taxes. It must pay to save 
and to work. Taxes above 50 percent on profit and income are clearly hostile 
to progress. The more we exceed this limit of 50-percent taxes on individual 
and corporate profits the more vulnerable our national economy becomes. Simi- 
larly, it should be clear that expansion of the public sector above a takeout of 
30 percent of the gross national product subjects a free economy to dangerous 
strains. 


Charges to discourage apathy 

Without giving up the fundamental idea of a fair sharing of the burden, social 
policies should be revised to avoid encouraging apathy. Small token payments 
should be required for social services so that every individual would stop to think 
whether it was worth while to use the social facilities or not. It is true that in 
many countries there is a great need to overhaul and improve social legislation 
with a view to helping those needing support. Such improvement in many 
instances could well be financed by restricting the kind of social legislation that 
spreads its benefits over a large majority whether they need help or not, simply 
for political reasons. That kind of legislation stimulates consumption, whereas 
legislation to help those in need increases production. 

Furthermore, our existing capital funds should be handled more economically, 
not only in the public sector but in the private. As a result of the scarcity of 
capital and the growth in the public sector of many economies, various Govern- 
ment controls have been introduced on credit markets. I believe that regula- 
tions hampering the smooth functioning of money and capital markets should 
be ended because here, as everywhere, the market mechanism is our best ally in 
our efforts to secure an allocation of resources in accordance with consumers’ 
wants. 

The policy I propose is relevant to both advanced and less advanced countries. 
The latter could do no better than to try to develop a sound credit system. This 
would foster development and greatly enhance the possibilities for capital move- 
ment. Foreign investments should be the outcome of a common consideration 
of the merits and credit worthiness of projects proposed. 

Low rates of interest are a prerequisite for economic expansion but they cannot 
be introduced until economic conditions are right. I believe that a new approach 
could create a situation in which rates of interest could be lowered for sound 
reasons. In this way the financing of progress in industrial countries would be 
facilitated and the underdeveloped countries would participate in the benefits 
of the international flow of capital in proportion to their ability to create an 
atmosphere favorable to foreign investments. 


Mr. Rew. I am in Elmer Bissell’s position," except that I have been 
in business a great deal longer than he has been. I started with 





20 See p. 1261 for Mr. Bisell’s statement. 
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$7,500, and Elmer started with a million or more, I guess, but I started 
with $7,500 in 1920. 

During that period of time I have never found an opportunity where 
I could aes any moneys out of that business. It has grown, sure, 
before this high tax period. It is worth approximately $1 million 
today. But I have never had an opportunity to draw any of it out 
on account of double taxation. I think that is criminal. I think it 
must be changed, and must be changed quickly, to give an opportunity 
for a man to draw something out of his business. 

I prepared these records, and I assume all of you have a copy. Do 
you want them read, Senator ? 

The CHarrman. You use your own discretion. We have it here. 
You furnished usa copy of it. Isn’t this it? 

Mr. Rew. If you want it read, I will try to read it. 

The Cuarrman. You goright ahead, sir. 

Mr. Rew. I think that the term “small business” as defined by various 
governmental agencies and as used in the parlance of the business 
world to describe enterprises that employ from 100 to 500 persons, is 
definitely misleading and puzzles many people in all walks of life. 

This erroneous definition ecomes a matter of serious discussion here 
because I believe that most taxpayers consider small businesses in 
terms of those employing less than 100 persons and I further believe 
that most taxpayers want to see legislation enacted that would benefit 
solely the small American businesses which are so basic and economi- 
cally important to our country. 

However, because of the fact that small businesses, in the true sense 
of the term, are looked upon by various governmental agencies as 
those employing up to 500 persons, it is most difficult to get legisla- 
tion passed and to obtain treatment from the various governmental 
agencies that actually benefit small business. 

For example, we all know that many businesses, classified as “small 
businesses” because they employ less than 500 persons, are actually 
big businesses, with sales volume reaching the multimillion-dollar 
mark and net profit of several millions. 

In reality, those concerns are big businesses but because of being 
erroneously classified, our legislators are reluctant to enact legislation 
that would be favorable to small businesses, feeling that small busi- 
nesses must be doing all right under existing conditions. 

2. It has become almost impossible for the small business to com- 
pete successfully with big business for several reasons; one very im- 
portant reason is that which recognizes the financial inability of the 
small business to employ well qualified and badly needed persons for 
top-management jobs. 

Small businesses are also financially unable to employ the services of 
management consultants and other professional people, although these 
services are badly needed by small businesses. Big businesses are 
financially able to pay for talent while this is not the case for small 
businesses. 

The point is this: Our tax laws and other laws do not recognize the 
tremendous handicaps which these situations impose on a small con- 
cern in its struggle to compete successfully for its share of business, 
the labor market, et cetera. 

Big businesses have tax experts in some cases who are more compe- 
tent than their Internal Revenue auditor. They know how to take 
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advantages of all the laws. On the other hand, the small-business 
man is at the mercy of this Internal Revenue auditor, who will not 
correct his report, but in some cases he will assess additional tax in 
order to get his promotion for so doing. 

3. Our tax laws should be changed to permit estate tax to be paid 
in installments over a period of about 10 years. 

In cases where the assets of an estate are essentially those consistin 
of a “going concern” and where payment of an estate tax roll 
seriously jeopardize or partially liquidate the going concern, I think 
the law should be eerek to allow payment of the estate tax in install- 
ments over a period of at least 10 years. 

For example, in some cases in the past, the payment of estate tax 
because of the death of a controlling stockholder, has surely cause 
the collapse of or sharply curtailed the operations of small business. 
Such action not only, I am sure, caused difficulty to the operators of 
the small business, assuming the small business survived, but also has 
been responsible for additional unemployment in areas where unem- 
ployment is already a serious problem. 

4. A small corporation with 10 or less stockholders should have 
the right to be taxed as a partnership. 

My reasoning is this: Bich an election would allow stockholders in 
small businesses to enjoy limited liability and, at the same time, it 
would eliminate double taxation, namely, the taxation of the corpora- 
tion first, then dividends distributed to the shareholders. This double 
taxation should be abolished effective January 1, 1958. 

5. Our tax laws should give businesses the right to depreciate used 
property by use of accelerated depreciation rates. 

I realize that the purpose for the enactment by Congress of the 
accelerated depreciation method in the Internal Revenue Code appli- 
cable to new property was to stimulate the sales of new manufactured 
equipment. 

I also realize that the income tax regulations permit the use of the 
declining balance method at 150 percent of straight line method on 
certain used property. 

However, I believe that all used property should be permitted to be 
depreciated by use of the double-declining-balance method or the 
sum-of-the-years-digits method in order to eliminate the injustice im- 
posed upon the purchasers of used property. 

6. Under certain conditions, which would be well defined, permit 
a proprietor of an unincorporated business to be treated as an em- 
ployee under a qualified pension and profit-sharing plan. 

Example: A small furniture and appliance store with 20 employees 
is incorporated and therefore the sole or chief stockholder is eligible 
to receive benefits from such a plan. If the same business were a pro- 
prietorship, that is, unincorporated, the owner would not be eligible 
to receive these benefits which are most important to many small- 
business men. 

7. Allow small businesses to deduct from taxable income an amount 
equal to 5 percent as interest on moneys invested in their business. 

For example, if a big business needs additional long-term capital, 
it can issue long-term mortgage bonds or debentures to the public and 
the interest paid on this capital—and that is what it represents—is 
deductible from taxable income. 
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It would be, of course, ridiculous for a small business to attempt to 
sell its interest-bearing obligations to the public for capital-raising 
purposes, and, therefore, the small-business man must personally make 
heavier investments, of a permanent character, in his own business, 
although his business is allowed no credit or deduction from taxable 
income for the moneys invested. I do not, of course, have reference 
to short-term loans or advances to small businesses by their owners 
which usually do provide for the payment of interest. 

8. There should be no tax on the first $50,000 of taxable income; 
the tax should be graduated upward on profits over $50,000. 

9. There should be no double taxation. Dividends received from 
taxable corporations should not be taxed to the shareholders, or else 
they should be subject to a much higher dividend credit than as 
presently allowed. 

If you want more, read the enclosed copy of Babson’s Salescaster, 
November 19, 1957, which quotes Mr. T. Coleman Andrews, President 
Eisenhower’s first United States Commissioner of Internal Revenue— 
he should know. 

I am not going to read that to you, because I imagine you Senators 
may read this some time. 

The Cuatrman. I have read it. 

Mr. Rew. It hits the nail right on the head. 

The Cuarrman. That will be printed as a part of your statement, 
Mr. Rew, the Babson report. We appreciate your including it, and 
appreciate your statement. 

(The document referred to, Babson’s Salescaster is as follows :) 


EXHIBIT 6 
BABSON’S SALESCASTER FORECASTING TRENDS FOR SALESMEN 
(Vol. XXIV No. 47, November 19, 1957) 
HIGH INCOME TAXES ARE YOUR FAULT 


If the personal income tax as now constituted is the only tax by which we can 
raise revenue, then we are doomed to both economic and political slavery, Mr. 
T. Coleman Andrews, President Eisenhower’s first United States Commissioner 
of Internal Revenue, recently told the Babson 44th annual national business con- 
ference. The speaker hammered away at what he called our Government's 
irresponsible and unnecessary spending and the voter’s lethargy in allowing this 
eondition to persist. 

Mr. Andrews believes the income tax is the root of so much evil, and is so 
obviously unfair and burdensome to so many, that it is a corrupting and disinte- 
grating moral force. So harmful has this tax been during its 44 years on the 
books, and so great have been the inequalities and unfairness to the many in its 
application, Mr. Andrews claims that the only situation is to be found in its 
repeal. 

One effect of high taxes was illustrated as follows: An income had to be at 
least $4,600 in 1956 in order to give purchasing power equal to an income of 
$2,000 in 1939. After taxes: And in order to keep in 1956 one’s $5,000 standard of 
1939, one would have needed $12,500. The facts are, according to Mr. Andrews, 
that $5,000 1939 salaries have risen only to $7,500. What does this mean to our 
economy? It means that very few people have assets sufficient to carry them 
through any sizable emergency. While they may own new cars and new homes, 
all they really have is their salary and a lot of debts. The thread that separates 
the average person from want is thin indeed. Any slight disruptive force will 
be felt ; any sizable economic blow will be catastrophic. In short, we are already 
bankrupt but haven’t yet discovered it. 

Andrews believes this may be just the sort of approach to economics that the 
Russians revel in having us use; for a progressive tax system plus womb-to- 
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tomb security, will sooner or later crack the freedom of both our economic and 
social orders. 

One way to put the brakes on this kind of a revolution, according to Mr. An- 
drews, is for the Government to stop spending. The Eisenhower administration, 
he points out, is spending considerably more each year than was consumed by 
the Truman administration. And if the personal income tax were eliminated en- 
tirely, our Government would still have more money left to spend than was ex- 
pended during the days of the Truman regime. 

What is really the matter with us? Mr. Andrews says we are ill, that we are 
afflicted with “moral bankruptcy”; we act as if we are uncertain about what is 
right and what is decent. Our problem is essentially one of the spiritual rebirth 
of ideals, and putting our country into the hands of statesmen committed to our 
ideals. In short, before our material house can be put in order, there must be 
ethical reform. 

The spiraling tax problem and accompanying inflation are but symptoms of 
the larger problem confronting us, which is the encroachment of government on 
our personal lives. Slowly, and almost without our realization, it has been taking 
with it our freedoms. 

Whether you agree with Mr. Andrews or not, his thoughts should stir up 
plenty of reactions within you. 


The CuarrmMan. I am glad that you have borne down, as you have, 
on the double taxation. I certainly believe that whenever we can, we 
ought to do something about it. 

Mr. Rew. I am a little different from some. I tried to draw out $55 
a week to live on, and it is hard to get that after I get through paying 
my taxes. 

The Cuatrman. At this point I want to put in the record a letter 
that was sent to us from Mr. Jeff Watts, Jr., of Decatur, Ga., and At- 
lanta, Ga. It was addressed to Mr. J. F. Hollingsworth, regional 
director of the Small Business Administration of Atlanta, Ga., with 
the request that he turn it in, submit it to this meeting. That will be 
made a part of the record. 

(The document referred to is as follows :) 


STATEMENT OF M. JEFF Watts, JR., INDIVIDUALIZED SYSTEMS, INC., ATLANTA, GA., 
NOVEMBER 29, 1957 
Mr. J. F. HOLLINGSWorRTH, 
Regional Director, Small Business Administration, 
Atlanta, Ga. 


Dear Mr. HoLtineswortH: In our conversation the other day you mentioned 
that you were going to Birmingham Monday for a committee hearing by Senator 
Sparkman. I would appreciate your forwarding this letter to Senator Sparkman 
as reflecting the opinions of a small-business man especially concerning the prob- 
lom of taxation as it affects small corporations, 

Our company at present consists of two people. We have been in operation 
for only slightly over 6 months, but during this period we have shown a good 
profit with even a more promising future. Under the present Federal tax 
statutes we are permitted to retain only 66 cents out of each dollar for expan- 
sion, and, of course, State and local taxes further reduce this. This has the 
result of slowing our expansion; although we have the potential market, quality 
products, and know-how, working capital is not adequate for expansion. 

The funds which are earmarked as reserve for Federal income taxes, would, 
if released provide the means for hiring two additional salesmen. The hiring of 
two additional salesmen would provide increased income and volume which would 
permit the purchasing of desirable processing equipment. This equipment would 
through savings to the company provide the wages of an additional employee to 
operate this equipment. 

Specifically, approximately $1,500 due for Federal income taxes would provide 
8 more jobs which would average $7,000 each per year, or a total of $21,000 
yearly. Assuming this $21,000 was taxed on a 20-percent personal basis Federal 
taxes should amount to approximately $2,800 per year. This would be a yearly 
net gain to the Government of $1,300 over the present corporation tax. Further- 
more due to the circulation of this money within the economy further growth of 
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the Government’s revenue would be greatly increased over the original $2,800 of 
taxes. 

The present taxation rates of small corporations are so high as to seriously 
‘affect the expansion of these businesses and, in turn, the economy. 

The overall long-term effects can be: 

1. A reluctance of business to undertake new ventures due to the small 
net return in contrast to the large risk. This is especially true with small 
businesses where often everything must be risked. 

2. A semimonopoly manufactured by the Government due to the difficulties 
of small businesses becoming large in view of the problem of accumulating 
capital. 

3. Fewer new jobs being created in contrast to an increasing population. 

4, Fewer new products and technologies as a result of the risk in view of 
the net gain. 

One cannot help but wonder how many of today’s industrial giants could have 
progressed to their present point if they had initially operated under today’s tax 
laws. 

Sincerely yours, 

M. Jerr WATTS, Jr. 

The Cuatrman. At this point I would like to have the record show 
that throughout today’s hearings we have been honored with the 
presence of Mr. Hollingsworth from the regional office of the Small 
Business Administration, and Mr. Fred Foy, from the State office of 
the Small Business Administration, here in Birmingham. 

I have got to take a long-distance call. I hate to ask the com- 
mittee to stand in recess right at this moment. We have only one 
more witness, Clayton Albert. Clayton, will you come around. Now, 
if you don’t mind, you can go ahead and be talking with these gentle- 
men that are here, and let me take my long-distance call, or you can 

- wait until I get back. 


Mr. Axzerrt. It is ee better that you not hear it, anyway. 


The Cuarrman. Maybe I have heard it before. Clayton, I will say, 
is an old friend in small-business activities in Alabama. He is vice 
president of the Southern Coach Co., at Evergreen, Ala., and has done 
an outstanding job in his business and in the interests of small busi- 
ness. Clayton, we are glad to have you with us. 

Mr. Augert. Thank you. 


STATEMENT OF F. CLAYTON ALBERT, VICE PRESIDENT, SOUTHERN 
COACH CO., EVERGREEN, ALA. 


Mr. Auzert. I will make this very short, but, as the Senator has 
said, I have had an opportunity to work in particular with small manu- 
facturers, starting back in World War II with the Small War Plants 
Corporation, iaithees served on committees in the State and nationally 
ever since. I make those remarks because what I have to say applies 
to our own manufacturing, but it seems to apply also to a greater 
percentage of the smaller manufacturers that t have had the honor 
of being associated and working with. 

The taxes that have been brought up in the discussion of taxes, of 
course, is the keynote, and I will not elaborate on what the witnesses 
that you have had here today have said. 

In ees up my way of thinking what they have said, it is this: 
To give small business relief taxwise, so that their profits and their 
retained earnings show that they are a progressive business will open 
up capital never before available to them. 





tate tO 


= 





D of 
usly 


nall 
nall 


ties 
ting 


ion. 
y of 


ave 
tax 


RN 


1a 
1u- 
nts 
lly 
1es 
ter 
or 


TAX PROBLEMS OF SMALL BUSINESS 1279 


I am particularly interested in the capital bank bill of Senator 
Sparkman’s, S. 2160. With no reflection, no criticism at all on the 
Small Business Administration, which is doing a splendid job, you 
are going just as far as you can under present law and regulations, 
but I think the capital bank bill which enables them to set up in eve 
Federal Reserve System a bank, and preferably in every State, will 
so advertise to the general public the soundness of small business, that 
within 10 years the stock of that company will belong to private indus- 
try and not to the Government. 

Therefore, I think that is a step to answer the problems of small 
business, and let private industry own it in a very short period of time. 

I think if the tax relief that has been brought out here could be 
brought now, that private capital would buy the stock in the capital- 
bank bill in a period of 5 years. 

So, rather than hold you any longer, that pretty well sums up my 
remarks. I just want to say, more or less, “Amen” to what has been 
said here, and it is a combination of tax relief, which is a stepping 
stone to opening up the millions and millions of dollars that are in 
savings banks today, that if they knew and had a record of the sound- 
ness of small business, would be available to small business and I think 
the capital bank would be the fastest way to get the information to the 

eople. 

F Mr. Sruurs. Thank you, Mr: Albert. 

I think Mr. Messick, counsel of the committee, had one comment. 

Mr. Messick. The committee received from Mr. L. S. Suggs, of 
the Suggs Vending Service, in Anniston, Ala., a statement today. 
The staff has discussed the problem with Mr. Suggs and because 
it is an antitrust problem rather than a tax problem, the statement 
will not be incorporated into the record, but the staff will attempt 
to assist Mr. Suggs with his problem when it returns to Washington. 

Mr. Sruurs. I might say for those present, and for the record, that 
the transcript of this hearing will be held open for a 2-week period 
so that all witnesses may supplement their statements, if they so desire. 
Those who did not have an opportunity to appear in person may submit 
statements for the committee record. 

Congressman, do you have any comments ? 

Mr. Hupptesron. I would just like to express my appreciation to 
Senator Sparkman for his courtesy in allowing me to sit in on these 
hearings. As a representative of a large industrial area, large manu- 
facturing and commercial area, of course, I am interested in the prob- 
lems of small business: I think that I myself have been subjected to 
quite an education today in connection with the question of the impact 
of Federal taxation on small business, and I have gathered informa- 
tion that will be of great value to me in my efforts to represent the 
people here in our district. 

All of us here in Birmingham are proud that the committee selected 
our city as the city for the Suaittnirt here in the Southern States. We 
think that you couldn’t have made a better choice. We do appreciate 
your coming down and being with us. We hope you have enjoyed 
yourselves. 

The CuamrmMan. We will include in the record at this point a state- 
ment recently submitted by John A. McPherson, Jr., of the McPherson 
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Co., Greenville, S. C., and one from Melvin Recthman, of Camp Hill 
Industries, Box 311, Camp Hill, Ala. 
(The statements referred to follow :) 


STATEMENT OF JOHN A. MCPHERSON, JR., OF THE MCPHERSON Co., GREENVILLE, 
S. C., SEPTEMBER 23, 1957 


Senator Joun J. SPARKMAN, 
Senate Office Building, 
Washington, D.C. 

Dear SENATOR: It is a pleasure to read of the hearing that has been held or is 
to be held by you on your special tax relief for small business. I only regret 
that one will not be held in this area, the nearest one being in Birmingham. 

With this fine work you are doing, I know you have received an unlimited 
number of letters of congratulation, as well as letters of suggestion; so, with 
your kind permission, I would like to add to these. 

One realizes, with the vast undertaking you have in mind, that you cannot 
possibly cover all categories of tax inequalities of a particular small business, 
but only work out a fair and just tax solution that would be applicable to all 
small businesses. However, the professional businessmen represent a very 
large group in this country and almost 100 percent of them would be classified 
as small-business men. Since being a professional person, registered mechanical 
engineer, the tax inequality I feel you should consider would apply to other pro- 
fessional fields as well as small businesses. 

First, I would like to give you my thoughts on a problem that all small busi- 
nesses are confronted with from time to time; I know this is true in the pro- 
fessional field. 


DEFERRED INCOME TAX PAYMENT 


About 6 or 7 years ago a Congressman, his name I do not recall, introduced 
a bill on deferred income tax payments for professional business, which died 
in committee. However, this bill should have been passed, and passed applicable 
to all small business rather than a selected group. 

The bill would have allowed small businesses to set aside a percentage of 
their net profit before taxes for future use as a reserve. This reserve would 
have to be invested in United States Treasury bonds and could not be held more 
than 5 years. The total amount of such reserve bonds owned by a small 
business could not exceed an average of the preceding 5 years’ income. (I be- 
lieve this is the way the bill so stated.) These reserve bonds would enable small 
businesses to build up a reserve for future adverse and unpredictable business 
conditions. 

The bonds when cashed in or held to maturity would then be treated as in- 
come and become taxable the year they are reconverted to cash. The interest 
on the bonds would be taxable each year, held as earned income. 

With present tax rates, it is impossible for small businesses to accumulate a 
reserve to take care of future adversities and unpredictable business conditions. 
Such a reserve would also enable one to afford expansion should business con- 
ditions require. Should a small-business man meet adverse conditions and 
own some of these reserve bonds, he could meet such a condition with ease; 
this could save him from bankruptcy or having to secure a small-business 
loan. 

The next item I feel you should consider is one that affects my profession 
more than anyone else in the small business category. 


LONG-TERM CONTRACTS, PERCENTAGE OF COMPLETION ACCOUNTING METHOD 


The present IRC codes have made this method of accounting very discriminate 
as to its applicability. Contractors, and contractors who perform professional 
engineering services as part of their contracts, are allowed to use this method 
of accounting and in many instances obtain definite tax savings. Whereas, 
architectural-engineering firms are restricted from using this accounting method. 

There are many architectural engineering firms who have contracts that run 
from 18, 24, and sometimes 36 months. In my company, we have just com- 
pleted a contract that ran for 46 months, another that ran for 24 months, an- 
other for 20 months, and others; we have contracts that are still in force that 
have already run for 27 months. Our average time for length of contracts is 
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about 26 months. This is true with about all architectural engineering firms. 

The IRC states in one of their rulings that architects cannot use this method 
of accounting as the architect has control over the time when such jobs could 
be closed out. This is not true. It is to the advantage of the architect- 
engineer to close out a job as soon as possible, if he has the power to do so. 
Architect-engineers who have contracts with governmental agencies have no 
control over the time of contract completion; the completion time is in the con- 
trol of the governmental agency. 

Thanking you for your patience in this informal discourse and beg to re- 
main, 

Yours very truly, 
THE MCPHERSON Co., 
By JoHN A. MCPHERSON, Jr. 


STATEMENT OF MELVIN RECTHMAN, CAMP Hit INDUSTRIES, CAMP HILL, ALA., 
DECEMBER 38, 1957 
Hon. JOHN SPARKMAN, 
United States Senate, 
Washington, D. C. 

Dear SENATOR SPARKMAN: I should like to submit the following to be treated 
as testimony in connection with your hearing to be held in Birmingham on 
December 2. 

I believe the greatest economic danger in the present income-tax structure is 
the failure to recognize the necessity of maintaining a dynamic growth in en- 
terprise from the bottom. This does not in any way negate the need for growth 
at the top. That, too, is just as essential as growth at the bottom, but we 
have been subjected to an ever-increasing imbalance in this respect since the 
end of the war. In short, big business has grown rapidly to become bigger, 
while small business has failed to make the equivalent contribution. (I do not 
mean to imply that big business as such is in any way a danger, or to use the 
term as an epithet, or in any way suggest the need for penalization of big busi- 
ness, or for restrictions on its growth. Remember, I am a small-business man 
trying my best to become a big-business man.) 

What I am trying to imply, is that small business must be permitted to grow, 
also, if a healthy economy is maintained. Unfortunately, the problems of 
growth in small business are altogether different than those in large business, 
and these differences have never been taken into consideration in our tax 
structure. Quite the contrary, mere force of mass has enabled big business 
to protect its interests in this direction, while the straggling and scattered 
forces of small business have only been able to strike occasional fruitless sparks. 

The greatest problem by far which the small-business man faces is the ac- 
cumulation of capital for reinvestment in his operation. I would like to make 
the following recommendation in this respect: Let provision be made for tax 
exemption on profits earned in businesses up to a certain size, where such 
profits up to a certain percentage of their previous total capital are totally 
and fully reinvested in the growth of the business. To be fair, provision 
would, of course, also be made to make such profit exempted under these terms, 
subject to ordinary tax treatment if and when the individual or corporation 
taking advantage of the exemption were to sell the business, or otherwise 
convert the growth advantage to personal profit. 

In effect, the Treasury would subsidize the growth of small business to the 
extent of actual and real expansion within certain limits, subject to an 
eventual recovery of the subsidization when the fruits of the advantages thus 
provided are gleaned. 

I think careful study could work out a totally equitable method that would 
neither place a burden unnecessarily on any group, nor place any group in a 
permanently advantageous tax position. 

If any points are not clear, I will attempt to clarify on hearing further from 
you. 

Very truly your, 
MELVIN RECTHMAN. 


The Cruatrman. The committee will stand in recess, to reconvene 
on Wednesday, December 4, at Dallas, Tex. 

(Whereupon, at 4:25 p. m., the committee recessed, to reconvene on 
Wednesday, December 4, 1957, at Dallas, Tex. ) 
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WEDNESDAY, DECEMBER 4, 1957 


Untrep Srartes SENATE, 
Setecr Committee ON SMALL Business, 


Dallas, T ex. 


The committee met, pursuant to recess, at 9:20 a. m. in room 338, 
United States Post Office and Courthouse Building, 400 Ervay Street, 
Dallas, Tex., Senator John Sparkman presiding. 

Present: Senators Sparkman (presiding), Ralph Yarborough, and 
Olin Johnston. 

Also present: Walter B. Stults, staff director; Wiley S. Messick, 
counsel ; and William J. Erickson, counsel. 

Senator SparkMAN. We are happy to be in Dallas this morning. 
We are here to continue a series of hearings being held across the Na- 
tion in connection with the Senate Small Business Committee’s study 
of the impact of Federal taxation on small business. 

Five years ago, this committee made a similar study. After a series 
of hearings in 7 cities involving over 500 pages of testimony from 129 
witnesses, a report was filed with the Senate stating the unanimous 
findings and recommendations of the committee. Most of the recom- 
mendations of that report were subsequently written into law much 
to the benefit of the small-business economy. 

During the years since our last study, it has become increasingly 
clear that all is not well with the small-business men of this country. 
It is evident that many of the ills facing this segment of our economy 
are caused by the Federal tax system; therefore, we on this committee 
fee] it is once again time to consult directly with representatives of 
American smal] business. 

This study has a dual purpose. First, we hope to determine the 
extent to which the Federal tax system imposes an unfair burden on 
small business. Second, we want to have the benefit of the opinions 
and recommendations of the witnesses who appear on the different 
proposals made to relieve small business from any unfair burden which 
is found to exist. 

It is hoped that representatives of all types of small business may be 
heard during the course of this investigation. Members of profes- 
sional groups serving small] business are also being asked to testify. 
In addition, many other businessmen will be granted permission to file 
written statements for inclusion in the committee’s record. From 
the testimony of all these people, the committee hopes to get a com- 
prehensive picture of the problems facing small business today which 
result from the Federal tax structure. 

At the end of this series of hearings, the 13 members of the committee 
will work out a report giving the conclusions we have reached from a 
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study of this mass of evidence and will prepare an omnibus small-busi- 
ness tax-relief measure for introduction in the Senate early in January. 

We are delighted to have as our first witness the distinguished 
Senator from Texas, Senator Yarborough. 


STATEMENT OF HON. RALPH YARBOROUGH, UNITED STATES 
SENATOR FROM TEXAS 


Senator Yarsoroucn. Mr. Chairman, I appreciate this opportunity 
to participate with the Senate Select Committee on Small Business, 
particularly so when the hearings are conducted under the chairman- 
ship of the able Senator from Alabama, Senator Jolin Sparkman. 
He led the fight in the Senate for the Housing Act of 1957 at the last 
session, and he led the fight for the extension of the Small Business 
Administration Act. He was successful on both bills—both help 
small business. It was my privilege to support both of them. 

Since Congress adjourned, I have traveled more than 20,000 miles, 
crossing and recrossing Texas. During this period I have had an 
opportunity to confer with dozens of small-business men in all sections 
of the State, and they have given me a clear picture of some of their 
most pressing problems. 

I know that your group has heard lengthy testimony from many ex- 
tremely competent witnesses—men w ith thorough knowledge and ex- 
perience in working with the intricate problems of business and 
taxation. It would be presumptuous for me to attempt to expand on 
such excellent technical advice as you have heard, and I will not at- 
tempt to do so. 

Rather, I will comment briefly on what I consider to be the avenue 
of need. When I think of a small-business man, I think in terms of 
the corner grocer, the independent service station or garage operator, 
the laundryman, and the dozens of other hardwor king, ‘determined, 
enterprising business operators who comprise the vast majority of 
the Nation’s businessmen. I am speaking of the 95 percent of Am- 
erica’s some 4,300,000 small-business men who employ less than 
workers each. 

When I think of tax relief or planning programs or incentive plans 
to help small business, ’'m not, primarily, thinking in terms of cor- 
porations with annual incomes of $100,000. I’m not saying such 
firms do not need, or even are not entitled to some relief. Iam saying 
that these thousands of smaller individually owned or partnership 
operated firms are our first concern. 

In my visits across Texas a number of these truly small-business 
operators have told me that one major trouble they have is with ex- 
cessive and complicated Federal tax paperwork. The tax experts 
themselves hardly can keep up with proper tax computation pro- 
cedures. A small-business man, who of course must give first know]- 
edge and attention to selling or manufacturing, simply cannot af- 
ford the time and expense of keeping up the ‘complex tax records 
required today. Nor can he afford to pay someone else to do such 
work. In some instances, the paperwork alone constitutes as great a 
burden on the taxpayer as does the actual dollar tax. This is a phase 
of the problem that certainly should be remedied. This excessive 
paperwork costs the little businessman, the corner grocer, time and 
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money that he can’t afford, and doesn’t bring the Government a 
penny’s revenue. As you know, the vast majority of businessmen 
want to, and will, pay their fair share of the taxes, but they have 
grown weary of unending tax forms, records, unclear directives, 
orders and counterorders. 

There seems to me to be no question but what big business is getting 
all of the breaks where taxes are concerned. ‘Our young, ~small- 
business firms are burdened with excessive paperwork, are crushed by 
inflation, and are hamstrung by hard money and high-interest-rate 
policies. A recent report by the Federal judiciary administrator re- 
veals that 20,264 bankruptey « ‘ases were filed in the first quarter of 
fiscal 1958, an increase of 25 percent over the 16,160 such cases filed 
in a lke period of 1957. Since fiscal 1957 was a record year with 
77,565 bankruptcies, it now appears that fiscal 1958 will mean another 
new high. 

On the other side of the ledger, 9-month figures for 1957 show that 
all but one of the Nation’s top moneymakers of big business had 
profits running well ahead of the 9-month figures for 1956. In fact, 
the combined total of the dozen big money earners of the Nation so 
far this year is 25.9 percent higher than during the same period of 
last vear. 

This situation, I believe, has been brought about by a displaced tax 
burden on smaller business, coupled with the added critical blow of 
tight money. With utmost respect and friendship for the Republi- 
can members of this committee, I must report that many, many small 
Texas businessmen trace a substantial part of their trouble to the 
high interest rate-tight money policy. 1 know you have also heard 
many complaints from other business about tight money, but I believe 
you recognize that this tightening up of capital has hurt the small- 
business man far more ser iously than the lar ge businesses. 

Here are three basic steps which I believe we should consider in 
behalf of healthy development of the Nation’s small businesses—and, 
consequently, the healthy development of the Nation. 

First, simplify tax paperwork procedures for all small businesses. 
Second, greatly expand amen Business Administration activities to 
the point that this agency can meet existing needs. Third, make 
operating ¢ apital available to small, financially struggling businesses 
which can qualify, at a rate several percent below ‘the present high 
interest rates. 

But on a general tax reduction, I believe the first and foremost need 

for some aid for the little man. I have long advocated, and now 
advocate, an increase in the personal income tax exemption of from 
S600 per person per annum to $800 per person per annum. That 
would help the little-business man, too. 

Senator SparkMAN. Thank you, Senator Yarborough. Would you 
make your statement available to the reporter? 

Senator Yarsorouen. I will have to write it out. 

Senator SpaRKMAN. We would be glad if you would. 

L have received a telegram from the senior Senator from Texas, 
Senator Lyndon Johnson. I would like to read it into the record at 
this time. It is addressed to me. 


(Telegram from Hon. Lyndon Johnson) 


Deeply regret White House conference plus meeting previously scheduled for 
tonight makes it impossible for me to be with you today. You will find that the 
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small-business men of Texas are operating under great difficulties. They have 
the initiative, the self-reliance, and the ability to maintain their position as long 
as they have a fair opportunity. Rising costs, particularly the rising cost of 
money, have squeezed them miserably. Like all Texans, I welcome you to our 
State, and I am looking forward eagerly to your evaluation of the situation and 
to cooperating with you in taking remedial action. 


Signed Lyndon B. Johnson, Senator. 

I should like at this time to introduce the members of the committee 
staff who are here. To my left over here is Mr. Walter B. Stults, who 
is the staff director of the Senate Small Business Committee. Next 
is William J. Erickson, who is a counsel with our committee special- 
izing in tax matters, and over on the right is Wiley S. Messick who is 
counsel to the committee. 

Is Mr. Bob Johnson here? Mr. Johnson, come around, please. 

Mr. Bob Johnson, member of the State Legislature of Texas. We 
are glad to have you with us this morning. 

Mr. Jounson. Thank you, sir. 


STATEMENT OF HON. BOB JOHNSON, MEMBER, STATE 
LEGISLATURE OF TEXAS 


Mr. Jounson. My name is Bob Johnson. I am a member of the 
house representing district 1, place 6, which is Dallas County, and the 
purpose for my being here is to bring to the committee’s attention for 
their consideration a concurrent resolution passed by both houses of 
the legislature during the 55th session regarding the transportation 
tax, and if I may, with the committee’s consent, I will read that 
resolution at this time. 

Senator SparKMAN. Fine. Go ahead. 

Mr. Jounson. House Concurrent Resolution No. 93. 


Whereas during World War II the Federal Government, to raise badly needed 
revenues and discourage freight shipments and passenger travel in wartime, 
levied a high excise tax on all shipments by common carriers of goods and 
passengers, such as railroads, common carrier trucklines, intercity buslines, air- 
lines, and pipelines ; and 

Whereas it was stated in Congress at time such law was enacted that such 
excise taxes would be repealed promptly at the end of the war; and 

Whereas the war has been ended some 11 years and such excise taxes are 
still being collected ; and 

Whereas such taxes are inflationary in that they are added to the cost of raw 
material going to the factories and then added on the return trip to market; 
and such taxes are discriminatory in that the large shippers can avoid such 
taxes by owning their own transportation system, whereas the small-business 
man cannot afford the capital investment to enable him to purchase truck fleets: 
and further, such taxes are discriminatory in that the producer who is farthest 
removed from the market is put at a disadvantage by reason of the higher tax 
on the cost of transporting his goods to market than is levied on the producer 
nearest the market; and further, that the traveler by public carrier must pay an 
additional 10 cents in taxes on every dollar he spends for a ticket to travel by 
train, bus, or plane: Now, therefore be it 

Resolved by the House of Representatives of the State of Texas, the Senate 
of Texas concurring, That we memorialize the United States Congress to imme- 
diately repeal the excise taxes now levied unjustly on the transportation of goods 
and passengers by common carriers; and be it further 

Resolved, That a copy of this resolution be sent to the chairman of the Ways 
and Means Committee of the House of Representatives of the Congress of the 
United States, and a copy be sent to the chairman of the Finance Committee of 
the United States Senate; and be it further 

Resolved, That a copy hereof be sent to each Senator and Representative from 
the State of Texas in the Congress of the United States. 
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Signed Ben Ramsey, president of the senate, Waggoner Carr, 
speaker of the house, approved, Price Daniel, Governor. 

Gentlemen, that’s all have except copies of the House Journal and 
Senate Journal showing that this resolution was approved without 
dissent. 

(The matter referred to is as follows :) 

House Journal 55th legislature, regular session, Austin, Tex., Monday, May 6, 
1957, page 2599 : 


“Memorializing the United States Congress in regard to certain excise taxes. 
“The speaker laid before the house for consideration at this time, 


“H. C. R. No. 93, memorializing the United States Congress in regard to certain 
excise taxes. 

“The resolution having heretofore been referred to the committee on Federal 
relations and reported favorably by the committee. 

“H.C. R. No. 98 was adopted.” 


Senate Journal, 55th legislature, regular session, Austin, Tex., Tuesday, May 
21, 1957, page 1556. 

“House Concurrent Resolution 93 on second reading. 

“On motion of Senator Krueger and by unanimous consent the president laid 
before the senate on its second reading the following resolution : 

“H. C. R. No. 93, memorializing the United States Congress to immediately 
repeal the excise taxes now levied unjustly on the transportation of goods and 
passengers by common carriers. 

“The resolution was read and was adopted.” 


Senator SparKMAN. I am pleased to tell you that I support the sense 
of it wholeheartedly and I hope that come July 1 we may be able to 
end certain of the excise taxes. 

Mr. Jounson. I thank you, sir, for the time afforded me and I appre- 
ciate it very much. 

Senator Sparkman. We invited members of the Texas delegation 
and the House of Representatives to sit in with us. I have not seen 
anyone here this morning. Is there any Member of Congress in the 
audience ? 

If not, that dispenses with our, shall I say, preliminaries, and we will 
move ahead to some of our small-business men who have kindly offered 
to give us the benefit of their experience and their thoughts this morn- 
ing. 

- first witness is Mr. Herbert Ordway of the Ordway Furniture 
Co., Inc., Paris, Tex. Mr. Ordway, would you come forward, please. 
You have a prepared statement. You may present it in your own way. 


STATEMENT OF HERBERT ORDWAY, COOWNER OF THE ORDWAY 
FURNITURE CO., INC., PARIS, TEX. 


Mr. Orvway. My name is Herbert Ordway. I am coowner of the 
Ordway Furniture Co., Inc., of Paris, Tex. Paris is a town of some 
25,000 people and is located about 110 miles from the city of Dallas. 

The Ordway Furniture Co. was established in 1944. Its annual 
volume will approach $300,000 for the current calendar year and its 
net earnings hohe taxes will be variably between $21,000 and $25,000. 

The problem we face in our business in Paris is not too unlike the 
problems faced by middle- and small-size furniture retailers through- 
out the State. While we have enjoyed a fairly constant increase in 
volume during the past few years, the margin of profit, percentage- 
wise, has been steadily dropping. We find that our retail business is 











1288 TAX PROBLEMS OF SMALL BUSINESS 


financially in good condition but we also know that no business in this 
modern day can long remain strong if it does not move forward. It is 
our desire to move forward and to expand our business, but we are 
faced with a problem common to many others and that is the lack of 
capital for expansion purposes. We find that our margin of profit, 
which is slightly under 7 percent, does not provide us ‘with enough 
capital after taxes are paid to expand our business or to improve 
physical facilities. 

Senator Sparkman. Mr. Ordway, let me ask you, you say slightly 
over 7 percent. You read it slightly under. I want to be sure which 
is correct. 

Mr. Orpway. Over is correct. Iam sorry. 

Senator SparKmMAN. That makes a difference. 

Mr. Orpway. I am not a good reader. 

Senator SparKMAN. I just wanted to be certain of that. 

Mr. Orpway. The necessity for expansion becomes all the more 
important when we survey our geographical location and consider its 
close proximity to the metropolitan city of Dallas and to the oil-rich 
Tyler-Longview-Kilgore area. Both of these centers give us some 
mighty stiff competition. We are not able to compete in the areas of 
advertising, plant-facility improvement, adequate inventories and 
eredit sales promotion because these richer and larger areas have 
drawn larger furniture retailers, some of which are multiple-unit 
operators and all of which enjoy a far greater amount of working 
capital. 

Were it possible for us to deduct from net income before taxes, a 
substantial amount to be used in business expansion, we feel then we 
would be in better condition to compete with larger operations in the 
following areas: 

(1) Credit sales promotion: Large furniture erganizations and 
multiple-unit operators feel perfectly safe in promoting all the retail 
credit business the market will absorb. This is true because they have 
the ability to secure unlimited amounts of capital for the financing of 
installment credit paper. In our own business there is quite a con- 
trast in this area. For example, we find ourselves at times hoping 
that a substantially large retail sale, which seems to be developing 
on our sales floor, will not actually develop because we are so pressed 
for funds to finance the installment paper. 

The question could well be asked, why not finance all installment 
sales through commercial finance companies? Our answer to this is 
quite simple: Our finance charges are 8 percent of the unpaid bal- 
ance on accounts for a 1-year period and if the period of financing is 
in excess of 1 year, the rate is computed at 714 percent per year up to 
a maximum of 2 years. W hile this charge is lower than commercial 
finance companies’ charges, actually, the ‘total revenue acerned from 
it each year is a subst tial portion of our net profit figure. We feel, 
therefore, that if we were not able to finance our own installment 
paper we would either have to increase our retail prices to offset the 
loss in accrued interest, or we would have to try to get along with 
even less net profit. We find that our banks, while willing to go as 
far as they can in loaning money for such purposes, are not able to 
help enough and if they could, the current interest rates would make 
it unprofitable for us to sell too much of our installment paper to 
these banks. 
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Our accounts receivable have steadily increased since World War 
II. For example: In 1954, they totaled $112,000; $135,000 in 1955; 
$135,000 in 1956, and $137 000 in 1957, and as of this morning, they 
are $144,000. If we had adequate funds to finance unlimited credit 
extension we feel, with the proper type of promotion similar to that 
used by larger and multiple-unit operators, we could, within 2 or 3 
years, more ‘than double our installment sales. We find that we can- 
not, exist without installment sales because 75 percent of our total 
volume now is done on a credit basis. 

(2) Facility Improvement: Our store was built in 1921. We are 
badly in need of a modern front. It is tremendously important for 
us to compete in appearance with larger furniture stores and multiple- 
unit Operators in our city, as well as in Dallas and other nearby 
metropolitan centers, but to obtain the capital necessary for such im- 
provements is a difficult job if we try to recover it from net earnings. 
We have an open- end lease agreement with the owner of our build- 
ing. We pay 3 percent of sales per year but under this arrangement 
the building owner requires us to pay for any improvement or mod- 
ernization. 

If we could recover from taxes a substantial portion of our net 
profits, and if these could be used for modernization and/or expan- 
sion, we feel then we would at least have an equal chance to compete 
with larger organizations. 

(3) Adequate Inventory: While we carry some $65,000 inventory, 
we know that this is not adequate when viewed in the light of its 
being spread over many departments in our stores. Furthermore, 
the consumer has become accustomed to trading with furniture stores 
which can supply the total of their needs in home furnishings. Very 
often we find that our customers will journey to a larger metropolitan 
area where all of these needs can be supplied under one roof. We 
know that we could recover much of the retail volume in our Paris 
area, Which is now going out of town, if we had the necessary funds 
to maintain adequate inventories throughout the store. 

We operate in a territory consisting normally of some 325,000 
people, dispersing 50 miles in each direction. We are anxious, and 
we are looking forward to serving the needs of these people fully. 
But, in order to do this, we are desperately in need of capital to be 
used for accounts receivable and for inventory. 

In conclusion, it is my humble opinion that tax adjustments for 
the purpose of maintaining the very heart of our distribution system— 
the small retailer group, are long overdue in our country and that 
some form of tax relief to the thousands and thousands of such busi- 
nesses is essential. We realize the progress our country has made 
under our free-enterprise system and our mass multiple- ‘unit selling 
system, but we do believe that the smaller retailer is equally as impor- 
tant to our economic strength as our larger brother and I think this 
fact was well proven during World War II when our distribution 
system played an important part in the moving of merchandise and 
equipment throughout our land, therefore, it is our hope that this 
committee will carry the message back to the Congress and impress 
upon this body the grave importance of providing some form of 
income-tax relief essential to the maintenance and expansion of small 
businesses in tune with the progress of our time. 

That completes our testimony, Mr. Chairman. 
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Senator Sparkman. Thank you, Mr. Ordway. A very fine state- 
ment. 

Senator Yarborough, do you want to ask any questions ? 

Any questions from any one of you ? 

Mr. Ericsson. No. 

Mr. Srotts. No. 

Senator Sparkman. Thank you, Mr. Ordway. We appreciate your 
statement. 

Mr. Charles J. Aills, Corpus Christi, Tex. We are very glad to have 
you with us. 


STATEMENT OF CHARLES J. AILLS, PROFESSIONAL PROPERTY 
MANAGER, CORPUS CHRISTI, TEX. 


Mr. Airus. Mr. Chairman and Senator Yarborough, gentlemen, I 
do have a prepared statement. It is rather short and I would like 
to read it. 

Senator Sparkman. You go right ahead. We have copies of it. 

Mr. Aruus. As it says there, I am speaking only for the small corpo- 
rations. I know that other small businesses have their problems, too, 
but I have selected this particular one. 

The definition of a “small corporation” would from the income- 
tax law, appear to be a corporation earning not more than $25,000 
per year. It is at this point that the income-tax rate jumps from 
30 percent to 52 percent (30 percent normal tax rate and 22 percent 
surtax). This $25,000 level dates back to about 1921 when the dollar 
had a 100-percent value and the corporate tax was 10 percent. By 
comparing the value of the dollar now, with the value at the time 
this definition was applied to a small corporation, it is easy to see 
the definition is antiquated. It should be a corporation earning not 
more than $50,000, as our dollar has shrunk to less than one-half its 
former value. 

Most small corporations are either owner operated or are operated 
by a small group of owners. Therefore, the double take of personal 
income taxes, on top of corporation income taxes, leaves so little that 
it is distressing, unhealthy, and un-American. If some relief is not 
considered for this type of small businesses then, I am afraid, there 
will be widespread business failures. 

To demonstrate, let us consider such a corporation which presently 
is earning $25,000, and the owners are personally in the $16,000 tax 
bracket. They consider risking an expansion which, if successful, 
might produce $10,000 more of earnings. That $10,000 would be 
taxed 52 percent, or $5,200, corporate tax, leaving $4,800. But that is 
not all; when that $4,800 is paid by the operators to themselves as 
dividends it is taxed again 50 percent, or $2,400, leaving only $2,400 
out of $10,000 for the risk. 

Example of above, after earning $25,000: 
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The $10,000 earnings shrunk to $2,400. Such situations cause a 
number of bad reactions in the mind of the operators of small cor- 
porations. Let us try to analyze some of these reactions. When a 
man realizes that his business may be that successful he becomes 
reckless with expenses. He looks for ways to toss around expense 
money rather than have it siphoned off in income taxes. Another bad 
reaction is his reluctance, and often refusal, to embark upon an expan- 
sion or improvement program, which might create jobs and progress, 
because the risk and effort cannot pay off. If unsuccessful, Me ieiden 
if successful his reward goes for more income taxes. What possible 
incentive can this man have to expand or improve his business ? 

Any intelligent-thinking person knows that during these inflation- 
ary times high taxes are necessary to carry on our Government, but 
let us divide and equalize these taxes so that all may pay their fair 
share. Our entire tax structure should be reviewed and studied so 
that the tax burden will be spread equally among all types of business 
and individuals. 

Another example: A small business has operating equipment with 
an estimated life of 10 years. This 10 percent per year expense or tax 
credit expires at the end of 10 years. However, the owner may use 
the equipment for another 5 years, but he gets no tax credit durin 
that period. On the other hand, the depletion rate, in the case of 01 
and gas wells, is 2714 percent of the gross income from the property, 
as long as the oil and gas is extracted, even down to the last barrel. 
This, in my opinion, gives the owner of minerals a decided tax advan- 
tage. This example is not intended to criticize, condemn, or condone 
the depletion rate, but to point out, by comparison, a tax inequity. 

I, therefore, urge that the $25,000 limit on what is considered a small 
corporation be increased to $50,000 and apply the 22 percent surtax 
only on earnings above the $50,000. 

I further urge that in order to minimize the impact this proposal 
will have on Treasury receipts, that this be spread over several years. 
As a suggestion, you could redefine this limit to a higher figure, but 
stipulate it should be reached in stages over a 3-year period or some 
other period of time that might be worked out. I believe this would 
encourage and stimulate small corporations to the point where the 
Treasury Department would increase revenues, rather than lower 
revenues under this arrangement. 

Business plans take time to formulate, and more time to unfold. 
If the operator of a small business could look forward with assurance, 
in planning the future growth of his business, he would think and act, 
but taxes today strangle the operator of a small business and relegates 
him to a permanent position of smallness. 

Gentlemen, please give this your careful study and consideration 
and maybe we can help all of these small businesses. 

Senator SparkMAN. Thank you very much, Mr. Aills. 

Senator Yarborough, any questions? 

Senator Yarsoroucu. I think it is a very able statement. I have 
no questions at this time. I thank Mr. Aills for condensing his state- 
ment and putting so much information and such a fine analysis in a 
few words. 

Senator Sparkman. Any questions? 

Mr. Erickson. No questions. 

Mr. Srutts. No questions. 
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Senator Sparkman. I think it is a very fine statement and we 
thank you. 

The next witness we have is Henry J. Peters, certified public ac- 
countant, Dallas, Tex. Would you come forward, please, Mr. Peters. 


STATEMENT OF HENRY J. PETERS, CERTIFIED PUBLIC ACCOUNT- 
ANT, ADOLPHUS TOWER, DALLAS, TEX. 


Mr. Perers. I have a foggy voice. I had an operation about 6 
years ago so I will do the best I can under the circumstances. 

Senator SparkMAN. That’s all right. We can hear it. Please sit 
down, if you wish. 

Mr. Perers. I have previously devised a system of taxation for all 
businesses that I have submitted to this committee. I have been 
handed a paper asking for my opinion with reference to a number 
of questions. The plan that I had devised, I believe, answers most 
all these questions and also answers the questions or gives relief to 
the ills of small business as presented by the two former speakers. 
Now, the two former speakers do not know how this plan works, so 
there may be some questions, but I will read my prepared statement 
with reference to the plan. 

During the past 7 years, but more particularly in recent months, the 
popular topic of discussion and articles written in newspapers and 
magazines by prominent men in our country are concerned with the 
method of taxing the income and the economic health of the smaller 
businesses as a class. A very recent article, appearing in the Dallas 
Morning News, states: 

William T. McCormick, president of the American Stock Exchange, proposed 
today that the Federal Government invest $250 million in the stock of small 
business. 

The impressions I get from many sources is that the American tax- 
payer is not interested in any plan whereby the Federal Government 
becomes further involved in private business, or seeks discriminatory 
special class legislation of any kind. They do advocate legislation 
that is fair toall taxpayers. 

[ have presented to this committee a method of taxing the income 
of any business entity, large or small that, in my opinion, is fair and 
equitable. This method operates to tax the income of a business entity 
in accordance to its financial strength and its ability to pay. It does 
not segregate small business from the large businesses, but it does 
alleviate the tax burden on a financially weak company automatically 
on the theory that the income is divided between the owners of the 
entity and its creditors. A company with a 40 percent equity should 
pay income tax on 40 percent income, the balance of the income belongs 
to the creditors. 

The system here referred to contemplates that the income should 
be taxed to the recipients thereof, therefore dividends paid by a com- 
pany to stockholders should constitute a deduction from income in 
the same manner as the salaries paid officers and employees. In the 
ease of partnerships and single proprietorships; withdrawals from 
the business should be taxed to the owners of the business, the part of 
the income retained by the partnership or proprietorship should be 
taxed to it. 
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The system here considered does not determine the rate of tax to 
apply to the income subject to tax. The rate of tax should be based 
on the requirements of the Government in such manner that the 
revenues of the Nation would not be curtailed, but would merely be 
divided in a different way. 

It is considered the greater the number of producing units in exist- 
ence, the more wealth will be produced, society as a whole will be more 
adequately served by also providing more employment and outlets for 
the development of science, technical skill, and operating units to serve 
the country in time of emergency. The present system of taxation 
stifles new and financially weak companies out of existence. The 
trend of business failures is on the increase. 

That is the end of my statement, but there are a few remarks I would 
like to make in connection with it, because 1 know whenever account- 
ants speak, it is very difficult for the layman to understand what he 
is driving at. Now, I have heard the former speakers make the state- 
ment that they lack capital for expansion purposes. 'That’s one re- 
mark that was made. Another, that their working capital is mate- 
rially decreased when they pay the income tax on the income they 
earn, and the income that is earned by a business is not cash. It is 
represented in inventories, accounts receivable and so forth. The 
Government wants cash for the income tax. 

Now, you take any business that starts with $100,000 capital cash, 
even though they may be successful in the first year of operations, say, 
that they turn their total capital over 4 times, make $400,000 sales, 
make 7 percent profit on it, that is $28,000. Now, that same company 
that started with $100,000 working capital, by the time they invested 
part of it in their plant, accounts receivable and inventories, their cash 
is materially depleted. It is very difficult for them to pay the income 
tax on the profit of $28,000. 

So in order to help a company like that, it is necessary to determine 
the financial strength of that company at the end of the year. If they 
find that the equity capital amounts to 40 percent, they are a weak 
company. They are on the verge of going broke. They can’t borrow 
money from the bank on a 40-percent equity : therefore the plan that I 
have devised calls for only 40 percent of that income should be subject 
to tax, because if they own only 40 percent of the company, only 40 
percent of their assets belong to them and only 40 percent of the income 
belongs to them. The balance of the income belongs to the creditors. 
They have to pay them off in order to keep from going under. If they 
are a strong company with an 80-percent equity, then 80 percent of 
the income belongs to them which they should pay tax on. Twenty 
percent of the income belongs to the creditors, and they should pay 
tax only on 80 percent of equity. 

Our country, the Constitution of the United States was founded 
that we are all equal and we do not believe in class legislation. Now, 
the income-tax system or plan that I have devised or submitted to this 
committee is not classifying small businesses from large businesses. 
Tt merely automatically alleviates the burden from a weak business. 
Now, I said, here is what my plan would do for all businesses. I say 
the plan will dothis: 

1. A taxpayer should be taxed only on the income from which he is 
benefited, such as salaries, dividends, withdrawals from the business 
entity, and so forth. 
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2. All capital remaining in the business entity serves society and the 
country as a whole by increasing the production of wealth and sources 
of employment. 

3. Gives a weak company an opportunity to become strong. 

4, Gives a new company an opportunity to become a going concern, 

5. Gives a failing company an opportunity to remain solvent. 

6. Would apply equally to all business enterprises, large or small, 
irrespective of the form under which it does business without dis- 
crimination. 

7. Inspires initiative and augments the development of science and 
technical skill in all categories of production. 

8. With less business failures more operating units would be en- 
gaged in increasing national wealth, consequently increasing the inter- 
nal revenue as a whole, while decreasing the rate of income tax per 
capita because of the greater volume of wealth produced. 

9. 1t would provide more production and service units available to 
serve the country in time of emergency. 

I could say that it provides more outlets for the students from the 
university, scientists, cost accountants, or business administrators, 
every kind. It provides outlets for them to practice their skills. I 
have read that Russia is far ahead of us in producing scientists, and it 
is time for us to catch up. Give us an opportunity to catch up. Pro- 
vide more business units for these men to develop the scientific skill 
and technical know-how in production of every kind; then, when you 
increase the production of the United States or the Nation, you are 
increasing the wealth of the Nation. By that you are increasing the 
standard of living of everybody in the Nation and you are developing 
more technical skills, science, and production know-how. 

That’s all I have to say, gentlemen. 

Senator Sparkman. Thank you very much, Mr. Peters. You have 
certainly given us much to think about. 

Any questions, Senator Yarborough ? 

Senator YarsoroveH. No questions, Mr. Chairman. 

Senator SpaRKMAN. Any questions ? 

Mr. Erickson. No. 

Senator SparkMAN. Thank you very much. May I say, Mr. Peters, 
the additional plans that you gave us to which you made reference, 
we will include as a part of the record, the whole statement. 

Mr. Perers. Thank you very much. I made copies. 

(The matter referred to is as follows :) 


PREPARED STATEMENT SUBMITTED BY HENRY J. PETERS, CERTIFIED PUBLIC 
ACCOUNTANT, DALLAS, TEx. 


The impact of Federal taxation works an undue hardship on ail business 
entities that are financially weak, found, in most instances, among new and 
expanding business enterprises. For this reason it is believed that the amount 
of income tax any business entity, regardless of its form of organization, should 
pay should be based on its relative percentage of ownership (equity capital) and 
its ability to pay. 

It is in most instances very difficult for a new business to secure a sound 
financial position because whatever amount of working capital available to it 
at its inception is quickly converted into inventories and additional fixed assets 
necessary for its efficient operation. This transition takes place during the 
period of developing and securing a market for the product. It often happens 
that even though the product was acceptable to the market and an operating 
profit resulted, such profit would be represented not in cash available to pay 
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income tax, but in inventories and accounts receivable in most part. The man- 
agement has no assurance as to what the profit may amount to in the ensuing 
years. The business enterprise needs a breathing spell or an opportunity to 
attain some financial strength or it may fail. 

Rather than attempt to appraise the possibilities of the suggestions given in 
your Memorandum for Witnesses I would rather suggest a formula for income 
taxation applicable to all busines enterprises regardless of the form of organiza- 
tion, thus eliminating the special forms now used separately for corporations, 
partnerships, single proprietorships, et cetera. One income tax form to be 
used for a business entity, irrespective of its form of organization. 

The formula: The income of any business entity subject to tax shall be in 
proportion as the ratio of equity capital bears to the total capital. All with- 
drawals from the business entity, such as salaries, dividends, et cetera, shall be 
taxed to the recipients thereof. Equity capital means total assets less total 
liabilities at the end of the accounting year before income tax. 

Three examples of the income subject to tax with the application of the 
formula are given hereunder: 


Financially | Financially | Financially 
strong sound k 


Total capital . | $1,000, 000 
SNE PEUEINNODS O9. o cicdvneddbamenddaddonihnbdhécukowoeudda $200, 000 


Equity capital 
Percentage.....-...- 
Total income. ------ 
Income subject to tax 





It is noted from the foregoing examples we have only arrived at the amount 
of income subject to tax. I have made no attempt to determine the rate or 
amount of income tax applicable to the income subject to tax to be determined 
in a manner adequate to meet the requirements of the Government. 

It is further noted that the percentage of income subject to tax is in direct 
relation to the percentage of ownership on the theory that the balance of the 
income belongs to the creditors of the business entity. 

It is considered that any income tax law with respect to the above formula 
will necessarily be written in such manner to prevent any artificial balance 
sheet structure designed to decrease the amount of income subject to the tax, 
such as borrowing money not needed in the business effecting a lower equity 
capital position. 

In arriving at the above formula the writer had in mind: 

1, A taxpayer should be taxed only on the income from which he is benefited, 
such as salaries, dividends, withdrawals from the business entity, et cetera. 

2. All capital remaining in the business entity serves society and the country 
as a whole by increasing the production of wealth and sources of employment. 

3. Gives a weak company an opportunity to become strong. 

4. Gives a new company an opportunity to become a going concern. 

5. Gives a failing company an opportunity to remain solvent. 

6. Would apply equally to all business enterprises, large or small, irrespective 
of the form under which it does business without discrimination. 

7. Inspires initiative and augments the development of science and technical 
skill in all categories of production. 

8. With less business failures more operating units would be engaged in in- 
creasing national wealth, consequently increasing the internal revenue as a 
whole, while decreasing the rate of income tax per capita because of the greater 
volume of wealth produced. 

9. It would provide more production and service units available to serve the 
country in time of emergency. 


Senator SparkMAN. Ladies and gentlemen, we are delighted to 
have join us up here a distinguished Member of the United States 
Senate from the State of South Carolina, Senator Olin Johnston. 
Senator Johnston is chairman of the Committee on Post Office and 
Civil Service and he is also a high-ranking member on the Senate 
Judiciary Committee. 
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We are delighted to have you with us, Senator Johnston, and hope 
you will stay as long as you can. I understand you have to leave in 
a short time and we will be very glad for you to participate in ques- 
tioning the witnesses any time you wish. 


STATEMENT OF HON. OLIN D. JOHNSTON, UNITED STATES SENATOR 
FROM SOUTH CAROLINA 


Senator Jounston. Mr. Chairman, I am certainly glad to be with 
you and I know you are doing a good job going over the United States 
trying to find the problems and find a solution to the problems. 
I am also glad to be here in Texas with my good friend, Senator Yar- 
borough, and of course, you have also Senator Lyndon Johnson from 
this State. Senator Yarbrough is on the committee with me and he 
is doing a good piece of work. 

I think in regard to the work you are doing, that something has 
got to be done when we find in recent years small businesses have 
really been going out of business because they can’t make a go of it 
more and more, year after year. I believe it was last year you had 
about 12,000 more than the year before, so when that 1s happening, 
of course, that is a signal that something must be done and I am glad 
to know that you are going around trying to find out just what the 
cause is and maybe we can remove that cause. I certainly hope so. 

Senator SparkMAN. Thank you, Senator Johnston. We are glad 
to have you with us. 

Our next witness is Mr. J. Tip Newell, of the Grayson Hotel, Sher- 
man, Tex. Mr. Newell, will you come around, please, sir. 


STATEMENT OF J. TIP NEWELL, SECRETARY-TREASURER AND 
GENERAL MANAGER, THE NEW-BELL HOTEL CO., SHERMAN, 
TEX., AND OPERATOR, GRAYSON HOTEL, SHERMAN, TEX. 


Mr. Newexzt. Mr. Chairman, Senator Yarborough, Senator John- 
ston, and gentlemen of the committee. 

I am J. Tip Newell, of Sherman, Tex., a city of 30,000 located 60 
miles north of this city. I have been in the Adit Geeslaesee for 37 years. 
My only son is in the hotel business; he was educated in the hotel 
business and is now so engaged in California. I operate two 100-room 
hotels in Texas and one 84-room hotel in Arkansas. 

I welcome this opportunity to tell you gentlemen something of the 
impact of Federal taxes on small business and to give you my ideas 
of what relief small hotel operators like myself would appreciate most. 

My appearance before your committee has been coordinated with 
the Texas Hotel Association, of which I am a past president, and 
therefore my testimony has been prepared not only from my own 
viewpoint but also that of other so-called small hotel operators in 
Texas and throughout the Nation. For your purpose I believe you 
consider any establishment “small business” if its total gross sales 


annually are less than $2 million. In the hotel industry we consider 
all hotels with 125 rooms or less as “smaller hotels” and in both our 
State and National hotel associations approximately 76 percent of 
our members are in this category, and none of them have annual sales 
in excess of $500,000. 
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We in the hotel industry appreciate your holding these hearings in 
order to determine what the problems of small-business men are and 
to get their suggestions on what tax relief is needed most. We 
realize that the picture has changed somewhat as a result of the turn 
of events in our national security program, since these hearings were 
scheduled. We hope, however, that the necessity of adequate appro- 
priations for the missile program will not eliminate the possibility of 
some tax relief which is so badly needed. We believe that not only 
the small-business man, but also a vast majority of the citizens of 
the United States at this time realize the urgency of keeping up our 
national defense but we believe that the high cost of such program 
makes it necessary as never before for economy to be practiced in all 
other governmental operations. I think the most important thing that 
I can say today is that we urge Congress to begin to reduce other 
appropriations and to eliminate some that are not absolutely neces- 
sary. 

I will assume, therefore, that there is still hope for tax relief and 
will develop the rest of my statement to specific items. 


POTTER-CURTIS BILLS HAVE SOUND PROPOSALS 


We know that many approaches have been made to tax relief for 
small business. We believe the soundest recommendations so far are 
those embodied in the Potter bill, S. 1820, and Curtis bill, H. R. 5735, 
which are companion measures, because they apply to all legal forms of 
business and will not increase the taxes of any business. Unlike 
other proposals they are not discriminatory and no afbitrary line has 
been drawn between what is, and what is not, small business. They 
avvid graduated rates of any kind which we think is fundamentally 
sound. Finally, they tie any tax savings to additional investments 
for modernization or expansion of business which will stimulate small 
business and thus broaden the Government’s tax base. 

H. R. 5735 and S. 1820 specifically provide that any business 
whether incorporated or not would be allowed to deduct from business 
net income, for tax purposes, an amount equal to an additional invest- 
ment in depreciable assets or inventory during the taxable year but 
not to exceed 20 percent of such income or $30,000, whichever is the 
lesser. 

This proposed legislation is most desirable therefore, because it 
brings relief to the small-business man with one of his most trouble- 
some problems, namely that of obtaining capital required to finance 
increased costs of capital equipment and inventory. Smaller busi- 
nesses must rely more on earnings for equity capital than larger 
companies and therefore Federal taxes fall more heavily on them 
than on larger concerns. 


ESTATE TAX RELIEF 


Another most serious problem of the small-business man and one 
with which I am personally concerned is the impact of the Federal 
estate tax. In order to find capital to operate my business and to 
make modernization improvements in my rilaait, T have not been able to 


set aside a fund that could be used by my widow, in the event of m 
prior death, to pay the estate tax. Unless I remedy this my wife 
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would find it difficult, or maybe impossible, to get sufficient money 
to pay the estate tax without liquidating the business or impairing its 
financial stability because this tax is due in a lump sum 15 months 
after date of death. This is very little time within which to meet this 
impact. The Potter-Curtis bills would, in my opinion, do much to 
remedy this because they would permit the purchase of non-interest- 
bearing, estate-tax-anticipation certificates which would not be in- 
cluded in the taxable estate, up to a maximum of $100,000, and would 
also permit payment of the estate tax within 10 years after death, in 
annual installments. 

Whether Congress adopts the formula of the Potter-Curtis bills or 
some other, the plan should provide that estate taxes could be paid 
in installments over a period of years rather than the short time 
that is now the situation. 

Mr. Ertcxson. Excuse me. May I interrupt and ask this question. 
Mr. Newell, you have suggested right here at this point two proposals 
for alleviating the impact of the Federal estate tax, both tax- 
anticipation certificates which may be purchased ahead of death and 
installment payments of the estate tax after the death of the owner- 
proprietor. I am wondering, if you had to choose between them, 
which would you think would be most effective if only one could be 
made applicable ? 

Mr. Newet. I think that there would be extenuating circumstances 
there. I think possibly in one case one might be advisable and in 
another instance, still the other, because a whole lot would depend on 
not only the financial situation but other circumstances in connection 
with the settlement of an estate. 

Mr. Erickson. From the point of view of the business as a whole, 
don’t you feel that the tax-anticipation certificates actually amount to 
stagnant money from the point of view of the business, whereas install- 
ment business permits the business to pay after the death has occurred! 
Now, the purpose of this question is really to determine your view. 
You have expressed it well that this Congress will have to consider 
loss of revenue to the Federal Government. Both of the provisions 
which you have suggested would lose some revenue. Now, the ques- 
tion is on a point which this committee will wish to consider. Which 
one of these proposals to alleviate in itself would be better? Now, 
you have obviously given this much consideration and I am wonder- 
ing if you have an opinion as to which of these you feel would be 
better in your own business. 

Mr. Newett. Of course, I am no tax expert, but as I see it, in my 
own case, I think the long period of time, say, 10 to 12 years or some- 
thing like that, I think that would possibly be preferable. That is 
my Own opinion. 

Mr. Ertcxson. All right. Now, do you feel if this installment 
would be permitted, it would be fair for the Government to charge 
interest on the amount due over that installment period ¢ 

Mr, Neweiu. Well, from the Government’s standpoint, a low rate 
of interest. would certainly be desirable and would possibly be per- 
missible and be acceptable. 

Mr. Erickson. And also in proposing that, sir, you realize you are 
protecting the revenue of the United States Government again be- 
cause you are merely deferring it, you are allowing interest to be paid 
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to the Government which would be lost for the use of that money if 
interest were not paid. 

Mr. Newe tt. I think in that connection a general statement, this 
is my personal opinion, but I feel that I speak for most of the small- 
business men not only of Texas but of America, we dont’ want any 
subsidy ; we don’t want any gifts; we don’t want to be patronized by 
our Government. We want to be protected and we want a tax struc- 
ture that will enable us to stay in business, and in building up an 
estate, leave something for our families. In my own instance, I have 
operated a hundred-room hotel at Sherman for 27 years. One year 
out of the 27 we have paid small! dividends. Our earnings have gone 
into the maintenance of our property and some improvements and 
extension of our services, so today my estate, my life earnings are tied 
up in property, not in Government bonds, stocks, what have you, but 
in that property, and as I stated here, in the event of my death, my 
widow, my wife would have to sell that property, a substantial interest 
in it, in order to pay the estate tax, and, you know, any businessman 
knows that in the event of a forced sale, you can never make a satis- 
factory sale. 

Mr. Erickson. Thank you, Mr. Chairman. 

Senator Sparman. Let me say, Mr. Newell, that this committee 
as far back as 1952 made a recommendation to this effect and legis- 
lation has been offered several times since that time to provide a de- 
ferred payment, as a matter of right, to the estate of the taxpayer. 
We have not introduced the idea of purchasing the tax-free and non- 
interest-bearing $100,000 anticipation certificate, and one of the objec- 
tions raised is that it stagnates that much of the money. 

Another thing a witness over at Birmingham, day before yesterday, 
who admitted that he probably would not buy such a certificate, told 
us that his father who had been in business before him was, I think, 
85 years old, retired when he was 75, and he says it certainly would 
not have paid him to buy one of these at 75 years old, and under the 
circumstances, I doubt very seriously I would buy one if I had the 
privilege. So there are some practical questions to consider with 
reference to that, but when it comes to the deferred payment, I think 
all of us can understand that and that can be worked out to the ad- 
vanage of the estate and not to the disadvanage of the Federal Gov- 
ernment. 

Senator Jonnston. And you could give a low rate of interest, what- 
ever the Government was having to pay at the time. 

Senator SparRKMAN. Yes, it would take care of the Government and 
at the same time be advantageous to the taxpayer's estate. All right, 
Mr. Newell. 

Mr. Newetu. I would like to say just a word about excise taxes. 
Because hotels are consumers of equipment, supplies, and services 
they bear a heavy burden of excise taxes, greater than most other 
industries. Congress reduced some of these levies in 1954 but further 
reductions in this field are badly needed. 

The excise tax applies regardless of whether a profit is made by 
the business. The hotel industry is among the lowest in the United 
States from the standpoint of return on capital investment. Total 
Federal taxes of all types represent our greatest element of cost. of 
doing business today and, in the aggregate, take a bigger percentage 
of our gross income than our outlay for labor. 
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Mr. Erickson. Excuse me just at that point. Do you have figures 
that you could give the committee on this statement that total Federal 
taxes of all types represent our greatest element of cost of doing busi- 
ness. 

Mr. Newenu. I don’t have them embodied in this report, but I think 
we could give you some substantial figures on it. 

Mr. Erickson. I think it would be useful to the committee and 
would be greatly appreciated. 

Senator Sparkman. If you will supply them, we will be glad to 
incorporate them in the record.“ 

Mr. Newe wu. Reliable studies made in our industry indicate that 
25.7 percent of our total Federal tax levy is represented by excise 
taxes. A study of one hotel revealed that the total Federal tax paid 
was $1.93 per room per day. Frankly, gentlemen, this presents an 
almost impossible burden to small-hotel operators like myself. 

One of the excise taxes which I think is a special burden to us is 
the transportation tax, which applies to all supplies and equipment 
shipped to us by common carriers. Also of equal burden to us is the 
10-percent tax on transportation of persons. This latter tax dis- 
courages transportation of people in the United States, while, at the 
same time, Congress has repealed this travel tax on foreign travel, 
which is an inducement to people to travel abroad. 

Another tax in this category which is a burden to us is the manu- 
facturers’ tax. As a consuming industry, we are obligated to absorb 
excise taxes on many commodities, and, therefore, to us it is a tax on 
the tools of our business. We pay this tax on refrigerators, air-condi- 
tioning equipment, silver flatware and hollowware, small types of 
electric, gas, and oil appliances, coin-operated devices, business and 
storage machines, electric energy, and gasoline and oil. 

An interesting sidelight there: Just in the last few days I bought 
10 silver coffee servers, at a price of $28 each, for a total of $280. I 
actually paid for 11, but the tax was the price of 1 of these servers. 
That’s just a concrete aan of what we face every day in the 
purchase of most of our supplies. 

When we make local and long-distance telephone calls, which are 
extensive because of the nature of our business, we have the Federal 
excise tax added to this cost. ' 

While it does not affect my operations, I think it appropriate that 
I observe that the continuation of the 20-percent cabaret tax has been 
the principal cause of the closing or discontinuation of most hotel 
dine-and-dance rooms. The experience in Texas is similar to that 
over the Nation. Many have been closed because of heavy depart- 
mental losses resulting from the fact the public will not patronize 
such places in sufficient numbers to permit them to make expenses, 
due in part to the high 20-percent tax. In this fine State of Texas 
we now have only two hotels operating such rooms, and both of these 
are operating at a loss and will be closed in time unless relief is given. 
During the closing days of the last session of Congress, the House 
voted to reduce this tax to 10 percent, and we hope that the Senate 
will concur in this tax relief for our industry, because we do not be- 
lieve it best for the country for any business to be put out of existence 
through taxation. Since the war 500 such places of business have 


11 Figures were not available at the time this record went to press. 
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closed, thereby resulting in unemployment of musicians, entertainers, 
waiters, and, of course, others. 

Senator YarsoroucH. Do you mean that is 500 in the country as a 
whole ? 

Mr. Newett. Five hundred dining rooms, Senator, like, for instance, 
the Mural Room here at the Baker, which is closed and has been con- 
verted to a club. 

Senator YarsoroucH. Do you know how many of those have been 
in Texas? 

Mr. Newett. I am afraid to quote those figures. Mr. Hardy, of 
the Texas association, is with us. 

Scott, do you recall ? 

Mr. Scorr Harpy. Since 20 percent tax, all of them but 2, and about 
10 of those. 

Mr. Newetxt. About 10. Another thing that I am sure you gentle- 
men must realize is that the burden of record and bookkeeping which 
hotels are required to do in order to keep up with these many and 
varied excise taxes is within itself a burden, and in a small hotel it 
presents a real problem because we do not have, and cannot afford 
to have, enough personnel in our accounting department. 

I would like to say just a word about the provisions pertaining to 
meals and lodging in connection with the managers and operators of 
hotels. Many of our small hotels are owned by individual proprietors 
or partnerships. Due to 2 or 3 court decisions, these individual pro- 
prietors and partners of small hotels are not now accorded the same 
tax treatment applicable to meals and lodging as that given to em- 
ployees, including the managers of hotels owned by corporations. 
The 1954 code and regulations provide that the value of meals and 
lodging furnished by an employer to an employee shall be excluded 
from the gross income of an employee for Federal income-tax purposes 
where meals were furnished on business premises and for the con- 
venience of employer. 

This, in my opinion, is discriminatory against the small operator, 
and I strongly recommend that the Revenue Code be amended by add- 
ing a new section to provide that there shall be allowed as a deduction 
under section 162 all of the ordinary and necessary expenditures in- 
curred by a sole proprietorship, partnership, or other incorporated 
trade or business in furnishing meals and lodging to a proprietor, part- 
ner, or other individual owner of a proprietary interest in such un- 
incorporated trade or business who performs services in the conduct of 
trade or business. Most small-hotel operators are not able to make 
enough profit to accumulate a reserve or to acquire the cash necessary 
to rehabilitate and maintain their properties and to make replace- 
ment of capital items of equipment, and usually all of our resources are 
in the hotel operation and, therefore, this new requirement that they 
pay income tax on the value of their meals and lodging results in the 
same impact as a tax on the business itself. 


DEPRECIATION FORMULA SHOULD BE RETAINED 


During the war years and a short time thereafter, occupancies were 
high and business good. As a result, we had accelerated depreciation, 
but, due to war conditions, were not able to make normal and routine 
replacements and repairs. Congress did not get around to giving us 
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any relief until 1954. As a result, by the time that goods and services 
were available for rehabilitation and replacements, inflation had go 
run up their cost that the residual net profits resulting from the war 
years were wiped out and were entirely inadequate in many instances 
to do this replacement. 

I know of our own experience in Sherman in this 100-room hotel; 
at the end of the war we found it necessary to go in and spend $150,0 100 
to bring the property back, to rehabilitate it, and durir ig the war 
years, we had accumulated a surplus of approximately $100,000, and, 
consequently, we had to go out and borrow $50,000 in new money 
to bring our property back, you might say, to what it was at the 
beginning of the war. 

For a number of years, the hotel industry urged Congress to give 
it some relief by compensating for the accelerated depreciation of 
the war years. Finally, in 1954, Congress enacted the so-called sum- 
of-the-digits depreciation method by which property owners could 
calculate depreciation. Under this formula, even though the useful 
life of the property might remain the same as heretofore, the taxpayer 
had the option of recovering two-thirds of the total capital outlay in 
the first half of the useful life, rather than one-half of the total out- 
lay which he could recover under former methods of depreciation, 
Had we had that rule in force at the time, it would have been of con- 
siderable help to us during those war years. This relief, in my opin- 
ion, has been an inducement to hotel owners to brighten up and im- 
prove properties. It is my recommendation that Congress continue 
this depreciation formula, which recommendation I am making be- 
cause this 1954 amendment has been a topic of discussion, with some 
talk of rescinding this provision. 

In summarizing, time will not permit me to go into detail on some 
other important ‘observations that I would like to make; therefore, 
I will merely mention several which, in my opinion, should receive 
your attention, as follows: 

1. I think the Congress should avoid imposition on hotels of social 
security and withholding taxes on tip income of service employees. 
These items are presently exempt and treatment otherwise would 
create a sizable burden to all hotels and especially to small ones. 

2. With the exception of 3 or 4 months, since Reptember 1946 the 
hotel business both in Texas and throughout the Nation has experi- 
enced a downward trend as compared to the volume of the same 
month of prior year. By now many hotels are not operating at suffi- 
cient volume to make the break-even point in meeting fixed and op- 
erating expenses. Throughout the land small hotels are most seri- 
ously affected and that seriously is a mild word in many many in- 
stances right here in Texas. 

In our opinion, one source of the loss of business has been to tax- 
exempt organizations which engage in unrelated activities. We know 
this is a growing problem throughout America and a difficult field in 
which to legislate but we urge your committee to give careful con- 
sideration to it. Certainly one method might be to make the tax re- 
turns of tax-exempt organizations available for public inspection. To 
the extent that such businesses and organizations are exempted from 
taxes, the public has a fundamental interest because it has to assume 
that much more of the share of Federal taxes and therefore we believe 
it would be a good deterrent to the abuse of the tax-exempt status if 
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the tax returns could be inspected. We have had some problems of 
that nature, even in the small towns in which we operate. 

Another remedy would be to amend section 501 of the Revenue Code 
to make all tax-exempt groups liable for Federal income tax on unre- 
lated business activities. Since 1950 and 1951 this has been required 
of some tax-exempt groups, but all should be made liable. I believe 
that all possible consideration should be given to closing loopholes by 
which tax-exempt establishments are now competing with taxpaying 
hotels and restaurants for food and beverage business. 

In conclusion, gentlemen, I express my personal thanks, as well as 
those of all of the members of the Texas Hotel Association, for the 
privilege of appearing before you. We certainly welcome the com- 
mittee to Texas and, Senator Yarborough, we are glad to have you 
home. 

Senator SparkMAN. Thank you, Mr. Newell. Any questions? 
Thank you. It is a very fine statement you have given us. 

Next we have Mr. Stufflebeme, Mr. Wylie Stufllebeme, of the Com- 
mercial Tooling Co., Grand Prairie, Tex. 

Mr. Stufflebeme, we are very glad to have you with us. 


STATEMENT OF WYLIE STUFFLEBEME, PRESIDENT, COMMERCIAL 
TOOLING CO., GRAND PRAIRIE, TEX. 


Mr. SturrieseMe. Gentlemen, let me thank you for the opportunity 
of appearing here before this committee. I will say to you, Mr. 
Chairman, that it takes a good deal of courage to come to Texas at 
this time just having hired one of our fine football coaches. 

Senator SparKMAN. He is an Alabaman coming home. 

Mr. SrurrieneMe. I understand that was his excuse for going. 

Senator SparkMAN. He said he would go where needed. We need 
him. 

Mr. SrurrLteseME. With the committee’s permission, I will make 
my remarks from a prepared statement. I am president of Com- 
mercial Tooling Co., Grand Prairie, Tex. Commercial Tooling Co. 
is engaged in engineering, design, and production of machine tools, 
dies, fixtures, transportation equipment, production machinery, 
templets, and other specialized manufacturing and services to indus- 
try. Approximately 90 percent of our total productive effort is 
devoted to defense industry. We are vendors to such outstanding 
companies as Chance Vought; Temco Aircraft; Convair; Menasco; 
nuclear products division of American Car Foundry; Texas Instru- 
ments, and many others. In our operation we employ about 60 pro- 
ductive employees and 10 management and supervisory personnel. 
Our average payroll is approximately $6,500 per week. So we at 
Commercial Tooling are a small business in the strictest sense of the 
word. 

The present management took control of the Commercial Tooling 
Co. on August 1, 1956. This company, as of that date, was hopelessly 
insolvent. A group of local business people from the Dallas-Grand 
Prairie area were intensely interested in seeing that no job shop such 
as Commercial Tooling should fail in the Dallas-Fort Worth area, 
which is often referred to as the second largest area for aircraft and 
related defense production in the United States. New capital was 
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injected into the company and new management provided, effective 
August 1, 1956. Before this action was taken, a careful analysis of 
the financial structure of the company was made by independent 
auditors. This analysis reflected that the company was brought to 
the edge of bankruptcy by poor management and lack of working 
capital. Further analysis of the financial position reflected that, were 
the company to continue in operation, it could reasonably expect a tax 
advantage, or tax carry-forward, in an amount in excess of $200,000, 
Stating the situation very frankly, the only unpledged asset that 
Commercial Tooling had on August 1, 1956, was this tax carry-for- 
ward. This was the prime factor justifying the injection of addi- 
tional capital into Commercial Tooling, enabling it to continue 
operation. 

I mention this carry-forward, or tax advantage, because it has a 
most pertinent bearing on the purposes, as I understand them, of this 
hearing. We, at the very outset, saw that we had a tax advantage 
that could become a valuable asset under sound efficient management. 
The end result of the tax position of Commercial Tooling is simply 
that profits in excess of $200,000 could be retained for the reduction 
of debt, planned expansion, or other reasonable business purposes. In 
other words, as it now stands, if we make a dollar, we can keep a 
dollar. 

Under this tax advantage, as it now stands, Commercial Tooling 
Co. has every incentive to operate as efficiently and economically as 
possible, the obvious reason being that if by such operation we are 
able to earn additional profits we can retain such earned profits in the 
business. 

To pursue this thinking to a logical conclusion, the question is 
raised as to what changes would be made in operational policy in the 
event we had no such tax advantage. I tell you, gentlemen, very 
frankly, that I would make several recommendations to the board of 
directors, which would increase our operational cost in various fields; 
namely, salaries, wages, advertising, sales promotional expense, per- 
haps the purchase of a company aircraft, more and better automobiles 
and other rolling equipment, and such other legitimate expenditures 
as may be deducted from our earnings before taxes. 

Simply stated, in our present position, we are bending every effort 
toward an ultra-conservative operation of Commercial Tooling Co. 
Were our tax position different, the incentive for the continued type 
of efficient, economical operation of our company would be in a large 
measure destroyed. 

Mr. Srutrs. You figure Uncle Sam was paying 52 percent? This 
would enter every one of your decisions? 

Mr. SrurriteseMe. Exactly, sir. I do not hesitate to say to this 
committee that the greatest single moral wrong involved in our present 
tax structure is the destruction of the incentive for efficient, econom- 
ical operation of small business. To have permitted ourselves to get 
into a position where this incentive is rapidly being destroyed is a 
bitter indictment against those who have imposed these tax burdens 
upon small business. 

Two great problems are ever present in the operation of small busi- 
ness. Those problems are: First, adequate working capital for the 
operation of the business from day to day: and, second, the inability 
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to, out of retained earnings, create a fund of cash to supply working 
capital, plant expansion, plant rehabilitation, and increased work 
force. In my own company we made net operating profits for the 
fiscal year 1956 a little in excess of $56,000. This is more than enough 
to place the company in a 52-percent bracket and would have involved 
our company in paying out some $16,000 to $18,000 in cold, hard cash 
to the Federal Government for taxes. There are machines in my shop 
that cost more than $50,000. I mention this because you can obviously 
see that it would be impossible to pay $16,000 to $18,000 Federal taxes 
and ever hope to buy such a machine out of earnings, even though its 
addition would increase the productive capacity of my plant. 

It can readily be seen that were $16,000 to $18,000 deducted from 
our net profit with eye of taxes that the complete cash position 
of the company could easily be absorbed because, while the net opera- 
tion profit for the company is represented by a figure of some $56,000, 
that is by no means cash which can be used for operating capital, 
accounts payable, or payroll. Items such as inventory, small tools, 
and other purchases are a part of the net profit figure, the point being, 
gentlemen, that this $56,000 is not all cash, even though our statement 
may reflect such a profit. 

‘he absorption of cash as payment for taxes is at such a rate at 
present as to almost guarantee that small business will stay small. 
Small business is not blessed with the credit facilities, or the loan 
advantages, which are enjoyed by our great industrial companies 
throughout this country. Where the large industrial companies can 
borrow money for operating capital, or expansion purposes, or any 
other legitimate purpose at the so-called prime rate, it is not unusual 
for small business to pay double that rate. We presently are engaged 
in financing accounts receivable at an interest rate of 7 percent and 
the accounts receivable of our company, in almost every instance, are 
prime suppliers of the Nation’s defense. It hasn’t been long since the 
only way it was possible to secure working capital for Commercial 
Tooling Co. was ey personal endorsement, or guaranty by certain of 
the stockholders in the company. There is a crying need whereb 
small business would have access to credit on a competitive rate with 
so-called big business. 

The Small Business Administration, established by act of Congress, 
has provided valuable financial assistance to small business up to a 
point. The strict collateral, operational, and other requirements un- 
der their regulations limit the assistance available to small business 
under this administration. Within the framework of the Small Busi- 
ness Act there should be some provision made whereby a company 
could avail itself of financing for operational expense, or for other 
short-term credit requirements. In other words, broaden the base 
of the lending authority of the Small Business Administration to 
prevent the very thing that we are faced with in my own company. 
Previous management negotiated a small-business loan. Under the 
provisions of that loan the Small Business Administration had to 
take a first mortgage on everything we own now, or may acquire 
in the future, plus a management agreement and a 50-percent net- 
earning clause, which will involve the payment to the Small Business 
Administration of some $28,000 in cash for the fiscal year 1956. 
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I am not complaining about the outstanding loan agreement which 
my company has with the Small Business Administration, and we 
intend to meet our commitments, if possible. But I want to make 
this point, gentlemen, so long as that agreement is outstanding it is 
obvious that all other avenues of credit are closed to my company. 

There is no reason why I should be forced to take prime accounts 
receivable, which turn on a maximum of a 30-day basis, to a bank, 
pledge 110-percent invoices against the amount of a bank loan and 
then in turn pay a rate of 7-percent interest on a loan. Nor is there 
any reason hy. as previously done, I should have to go to a bank 
and personally borrow $50,000 for operating capital so that Com- 
mercial Tooling could operate and process purchase orders from 
prime defense industries. 

To summarize my position in these matters I have this to say. 
In the area of tax relief for small business, it would seem to me that 
consideration should be given to four possibilities. 

1, Permit a deduction based on the number of employees, up to, 
say, 500. This would create incentive for additional employment and 
could be made applicable to big business as well as small business, 

2. Permit accelerated depreciation of plant and equipment up to an 
aggregate investment of $1 million. This also could be made appli- 
cable to big business as well as small. 

Mr. Srutts. Right there, do you feel that the accelerated deprecia- 
tion should be allowed on used equipment as well as new equipment? 

Mr. Srurrieseme. Insofar as the company has money invested in 
the equipment, I think that there should be a reasonable provided 
acceleration schedule. 

Mr. Struts. Do you find in your own operation that you can 
utilize used plants or used equipment and that there is no reason 
why that should not have the same advantage as new equipment? 

Mr. Srurrieseme. Let me say this: In our operation, sir, we can’t 
afford new equipment, literally, from a standpoint of expenditure. 

Mr. Srutts. Yes, sir; thank you. 

Mr. Srorrieseme. The third point which I wish to make is to per- 
mit the application of the normal tax rate on the first $50,000 earn- 
ings of a corporation instead of $25,000 as at present. 

4. Permit dividends to be tax exempt in the hands of stockholders. 
In no area of business, whether big or small, has it been proven to me 
that the double taxation on dividends is a fair and equitable arrange- 
ment. 

While tax problems are critical, they are no more critical than the 
unavailability of working capital and credit for small business. In 
regard to this problem it would seem to me that possibly 2 or 3 things 
are worthy of consideration. 

1. Broadening the operational scope of the Small Business Admin- 
istration to include loans for short-term credit at an interest rate 
competitive with big business. 

2. Adjustment of collateral, and other requirements found in present 
loan regulations, to enable the Small Business Administration to per- 
form a wider function than they are now able to perform under the 
present act. 

3. The possibility that some arrangement could be worked out 
whereby the Government might, under some loan guaranty program 
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similar to the FHA title I loan program, guarantee working capital 
and expansion credit to small business through normal banking 
channels. 

In conclusion, let me say that as I have indicated before, the two 
critical problems of small business as I view them are (1) the current, 
rate of taxation, which in too many instances wrecks the cash position 
of small business, and (2) the inability after the payment of taxes 
to provide the cash, credit, or working capital necessary for the day-to- 
day operation of a business. The solution of these two problems is 
urgent, since the tendency is for big business to become bigger and 
small business to pass out of the picture as a most important segment 
of the national economy. That you gentlemen of this committee are 
conducting these hearings gives us, engaged in small business, some 
hope for the future and more important, gives the 65 or 70 people on 
my payroll some sense of stability and some assurance as to their 
next paycheck. Let me express again my appreciation for being per- 
mitted to come before you today. 

Senator Sparkman. Thank you, sir. That is a very good state- 
ment. Will you wait just a mmute. Any questions? Senator Yar- 
borough ? 

Senator YAarsorouen. Mr. Stufflebeme, your recommendation that 
the operational scope of the Small Business Administration be ex- 
panded and that the Small Business Administration be authorized to 
perform a wider function than they are permitted to perform under 
the present act, I take it that you believe that the Small Business 
Administration should be made a permanent part of our Government 
rather than continued on a year-to-year basis as is done under the 
present law. It is renewed each year at the present time. It is not a 

rmanent branch of the Government. Do you recommend that it 
be made permanent ? 

Mr. Srurriesemr. To answer your question, Senator, yes, sir, by 
all means.’ To elaborate just a moment, if I might, on the point that 
I made to broaden the scope of the Small Business Administration to 
permit it to provide short-term financing or interim financing, if 
you want to refer to it as such, under the present regulations as 
pointed out in my previous remarks, when Small Business makes 
you a loan, as I say, they have a mortgage on everything you have 
now, they have an after-required property clause, they have a manage- 
ment contract, they have a net-earnings clause, they have every con- 
ceivable legal protection as collateral on the loan, and I have no ob- 
jection other than the one I made a moment ago, and that is when 
you have tied yourself to such a loan agreement, then the normal 

anking channels will not touch you with a 10-foot pole, so to speak. 

Senator YarsorovcnH. When you get your small-business loan, you 
have cut off other channels? 

Mr. SrurrieseMe. It is a fact of life as far as the banking industry 
is concerned. If they are going to require financing on a long-term 
basis requiring these elements, the mortgages and so forth, then it 
seems to be in spite of the SBA, there is a credit void in the economy. 
There seems to me to be a credit void created as far as small business 
in that short-term element of their operation. I am only able to 
finance on invoices, and when I say an invoice in the machine-tool 
industry, I am talking about a machine or a part or something that 
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has been delivered to a company and has been bought by that com- 
any’s inspector, I have got a delivery ticket for it, all I am waiting 
or is my money. There is no interim period in there where I can 
obtain financing now. I have got to bill the part before I can get 
the financing, and I have a gap in my credit structure because of 
SBA loan. I have no collateral, in other words, other than my 
accounts receivable. 

Senator YArsorouecH. I want to congratulate you on your very 
fine statement of the problems in your industry. 

Mr. Srotts. I think it might be pointed out to the committee that 
the Loan Guaranty Program is similar to the FHA title 1, and that 
Mr. Stufllebeme might be able to give us some assistance on the Chair- 
man’s bill, S. 720, which would do that sort of thing. Mr. Erickson 
tells me Mr. Stufflebeme is not only a businessman, president of this 
tooling company, but also a banker himself, so perhaps we can talk 
him into coming to Washington next year and giving us: assistance 
in getting that bill through the Banking and Currency Committee. 

enator Sparkman. I think it would be a fine thing if we could 
et that legislation out, and I was very glad to hear your views, Mr. 
tufflebeme. 

Mr. Erickson. I am very glad Mr. Stults brought into the record 
that Mr. Stufflebeme is also a banker, because I want to ask him some 
questions on the basis of his experience in the banking business. You 
mentioned that you took over this business about 15 months ago. 

Mr. Sturrieseme. That’s right. 

Mr. Errcxson. You and local people in your community. 

Mr. Sturrieseme. That’s right, sir. 

Mr. Erickson. From your finance and banking experience, how 
often have you found bankrupt concerns with loss carryovers taken 
over by local businessmen ? 

Mr. SturriteBeMe. Well, I would say to you, sir, and I refer you to 
any issue or edition of the Wall Street Journal, that I would say 
there is an actual market in bankrupt concerns that have tax advan- 
tages or tax carryovers. They are offered for sale and also for 
purchase. 

Mr. Ertcxson. And who do you find is most often the purchaser, 
small concerns or large concerns / 

Mr. SrourrieBeMe. It will be large concerns. It will be large con- 
cerns almost consistently because they are the only ones who have the 
available capital to make such a purchase. 

Mr. Ertcxson. Thank you very much. 

Senator Sparkman. Our next witness is Mr. Fredrick G. Disney, 
management consultant, Fort Worth, Tex. 

We are glad to have you with us. If you will proceed in your own 
way. 


STATEMENT OF FREDRICK G. DISNEY, MANAGEMENT 
CONSULTANT, FORT WORTH, TEX. 


Mr. Disney. Thank you, Senator Sparkman, Senator Yarborough, 
and gentlemen. 

You have an outline of my remarks, but I would like for those just 
to be outlines because I will talk from those. 





TAX PROBLEMS OF SMALL BUSINESS 1309 


Senator SparkMAN. You goright ahead, Mr. Disney. 

Mr. Disney. In my work as a management consultant dealing prin- 
cipally with what we would generally think of as small businesses, I 
have come in contact with many of the problems in the operation of the 
business, but I want to say that the views that I express here are solely 
my own based on observations and experiences as a management con- 
sultant working with a number of small businesses in the Dallas-Fort 
Worth area, and, therefore, they are not necessarily the opinions of 
any individual businessman nor the combined opinions of my clients. 

i would first like to give the committee my impression of the small- 
business man’s attitude toward the Government and toward taxes. A 
large majority of my particular clients deal either directly or in- 
directly through prime contractors with the Government, that is, 
they consider the Gcserutedin as a customer and, naturally, they are 
always desirous of continuing their relationship with the Government 
as a customer, and like all their customers, they want him to remain 
in a good buying position. 

On the other hand, they look with some eee aae at the Govern- 
ment as a collector of taxes, and I think that the businessman’s attitude 
is characterized by the fact that he is constantly trying to reconcile 
these two roles of the Government, one, as the role of tax collector and 
the other as the role of customer for his goods and services, and his 
opinions about these two roles probably depends on the time of year 
he is thinking about them. 

I think that has to be kept in mind because we can complain about 
taxes, and if I am not this year doing business with the Government, 
I can complain a little harder than last year or next year when I am 
going to land a choice contract or some people I am working with are 
going to land a good contract. 

I don’t think that the small-business man is a person who is inter- 
ested in any special favors. Having seen their many problems and you 
might say bled with them for a long time, my hat’s off to them as a 
member of our economy because they have been faced with problems in 
the growth of their company which many people avoid and won’t face 
up to, consequently, they go to work for someone else and do not go into 
business for themselves. 

Then, I would like to point out a few problems of this businessman 
and later maybe point out where some tax relief could be realized. 

Undercapitalization plagues most all smaller businesses. It stems 
from a number of causes. One of the first causes is mismanage- 
ment. I seldom find a business that has made any effort to forecast 
their capital needs, either long-term capital needs or their short-term 
or working-capital needs. This stems maybe from the fact that in 
many cases they don’t know how nor do they realize the importance of 
it, and that cause, of course, is from poor management. When its 
owner does face up to his capital needs, his real needs, he will find no 
ready supplier of that need and I am speaking now of the smaller- 
business man. He doesn’t usually enjoy the advantages of the larger 
companies in obtaining long-term capital because he doesn’t present 
to the long-term capital lender many of the advantages that the big- 
ger companies do. He will find that most times if he does obtain some 
capital it is on the basis of his own personality rather than on the 
basis of his business operation. He may find some prospective lenders, 
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but these are people who have just recently been labeled as “lenders 
with precious dollars.” They are people who come in because they 
happen to have well, they are loaded with money, and they come in 
with a man to lend a man who has maybe spent 20 years building up 
his company and has gone through a lot of trials and tribulations, and 
they will come in just because maybe $20,000 will help him out, and they 
will want half interest in the business which in many cases is com- 
pletely unfair and they are or have beeen appropriately called lenders 
with precious dollars. 

Now, he is not able to find many times investors under any condi- 
tions, and he will have to struggle along as best he can and follow a 
course which is a most difficult course in the operation of a business, 
and that is he has to start channeling short-term money into long- 
term investments, and this is very important, and I will point out why 
that is so. If he wants to add on to his building or buy some new 
equipment, about the best he can expect today is maybe a 25 percent 
down and installment payment over 36 months. Now, while thero- 
retically 36 months’ payments goes a little beyond the 1-year short- 
term capital money, nevertheless to him it is a sizable payment to make 
every month. His big brother in business has other convenient means 
in putting an addition on to the building or buying new equipment. 
He has the 10-, 20-, or 30-year bond which he often finds a ready mar- 
ket for, so the little-business man is channeling short-term money into 
long-term investments and that makes his operation quite difficult. 

Now, maintaining sufficient working capital to meet the payroll 
and to pay the bills on time, requires the close attention of the man- 
ager and he spends an additional disproportionate amount of time 
worrying about the short-term working capital. For instance, he has 
to scrape together enough money by Thursday and he may not have 
much money by Thursday, but he has to scrape it together to meet 
Friday’s payroll or he has to scrape together enough money this week 
to take care of a shipment of materials next week. Consequently, in 
a small business, a few thousand are sometimes, Senator, or a few 
hundred dollars make a difference between this man remaining current 
and losing a heck of a lot of sleep or not. In many eases it is just a few 
hundred dollars. Larger busineses make their cash receipts and dis- 
bursements forecasting and budget for a month or a quarter or for a 
year, and they take care of their capital needs and their working 
capital needs on those bases. The small-business man sometimes finds 
himself doing his cash receipts and disbursements forecasting, that is, 
trying to determine what he needs and where he is going to scrape 
together the money from week to week so it becomes most sensitive. 

Now, he will find his bank sometimes willing to make a loan, a sound 
loan, on accounts receivable or other short-term forms of security and 
so forth, but he turns to the only avenue, the only source left him for 
working capital and that’s profits. Before, however, he can make 
provisions for his working-capital needs, he must pay taxes. I believe 
that this should be reversed in all cases; that there should first be a 
provision for working-capital needs and then a provision for taxes. 

Now, that could be handled, it seems to me, without burdening the 
Bureau of Internal Revenue, and my recommendations for a solution 
to this problem, as I see it, from the point of view of the overall man- 
agement of the companies, there are a number of recommendations 
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that could be made, but some of these would require a tremendous 
amount of administration. Some of them I could see would reach the 
point where every company, large or small, would have to have a staff 
of deputy collectors in the company all the time determining the allo- 
cation of these various tax savings. 

The recommendation I am going to mention I believe would not 
require any additional personnel, any additional administration of the 
Bureau of Internal Revenue. 

First, I think that businesses should enjoy a $10,000 exemption, that 
is, taxes don’t start until after $10,000. By granting this, some pro- 
vision is made, or some provision will be assured, for working capital 
and the savings realized on just $10,000 many times makes a critical 
difference. I think that is one thing that it is well to keep in mind 
that smal] amounts for the small business oftentimes means the dif- 
ference between remaining current and not. Or if it does not help 
him immediately, it certainly at least begins to provide him with a 
means to improving his working-capital position. Then, simply start 
a graduated tax rate starting with the amount above $10,000 to move 
up to not to exceed the present tax rate, but the rate to be in line with 
the needs of the Federal Government. To me that’s a simple solution 
to the problem and will begin to provide the businessman with some 
relief in working capital and some relief in his long-term capital 
which he has to channel now; he has to channel short-term money 
into. 

The other recommendations that I would have is that the idea of the 
present loss carryforward and loss carryback provisions should be 
continued, and this is because a sizable profit after a few years of loss 
or no profit at all has many claims against it. Business has struggled 
for a few years with a loss or no profit and when it finally begins to 
hit the jackpot, so to speak, that money, that profit has a lot of claims 
against it. 

I have cited 2 or 3 in my brief to the committee. One is a more 
efficient layout, more efficient planning, better equipment and research 
and development. These are often neglected in lean years of a busi- 
ness’ operation. 

Then, finally, since this businessman often finds, as has been pointed 
out by some previous witnesses here, that he often finds his personal 
finance situation in a depleted situation, that provisions permitting the 
owners of unincorporated businesses to treat as expense certain 
amounts to be set aside into a retirement fund for themselves should 
be considered, and I believe that there is now a bill pending before 
Congress that will accomplish that. 

So in summary, gentlemen, I would think that a simple exemption, 
and I said $10,000, picked $10,000 as an amount, recognizing still the 
financial problems of the Federal Government, if that amount can be 
increased, well and good; if it has to be decreased some, then, that 
would help but a graduated tax scale, tax rate, requiring the man who 
does not make much money, and that’s often the case of the smaller 
business, to not have to pay much tax, would seem to me to be a simple 
solution to it. 

I, too, want to say that I appreciate the opportunity to be here and 
the work that the committee is doing in trying to get to the bottom of 
this problem to see, first what the problem is and, secondly, what 
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could be done about it, and I imagine, thirdly, it will be up to your 
colleagues in Congress if something can be done about it. 
Senator Sparkman. Thank you very much, Mr. Disney. It has 
been a very fine statement. Any questions? 
Senator Yarsoroucu. No questions. 
Senator Sparkman. Thank you very much. 
The next witness is Myron Everts, president of the Arthur A, 
Everts Co., retail jewelers, Dallas. Mr. Everts, you just proceed in 
your own way. 


STATEMENT OF MYRON EVERTS, PRESIDENT, ARTHUR A. EVERTS 
CO., RETAIL JEWELERS, DALLAS, TEX. 


Mr. Everts. Thank you, sir. I have a very short and simple state- 
ment to make here. First of all, I would like to thank you gentlemen 
for the beautiful day we have outside, but it is a wonderful day to go 
fishing. You get blamed for everything. It might be you should get 
pleasure from something. We apprepiate this beautiful day, even 
though you can’t see it from here. 

Senator Sparkman. We are happy to have it. 

Mr. Everts. My name is Myron Everts and I am president of Ar- 
thur A. Everts Co., a retail jewelry store of Dallas, Tex. Iam in the 
generally accepted sense a small-business man. I am an expert at 
nothing. People know me too well. I can only relate to you my 
experiences and the experiences of others in the jewelry business as 
related to their dealings with our customers and the Government. 

I come before you today on my own behalf and on behalf of the 
interests of other members of our industry. Today the jewelry busi- 
ness through the impact of Federal taxes finds its sales volume in- 
hibited by reason of the retail excise tax and its growth opportunities 
voided by the stultifying effects of the income taxes. It seems like 
that’s all you have been hearing here today. They have all been 
making my talk for me. 

The present structure of our income taxes prevents small businesses 
from accumulating capital to finance modernization and expansion to 
maintain their relative position in our growing economy. Ways must 
be found to permit small business an opportunity of retention of 
capital for normal growth. An immediate and constructive program 
of small-business tax relief that will recognize the importance of this 
vital segment of our economy is necessary. Such relief must extend 
to individual businesses, partnerships and small corporations, if the 
appalling increase in failures of small business is to be stopped. 

For your information, gentlemen, for the month of October 1957, 
there were 3 times as many jewelers who went broke as in the same 
period in 1956, and their total liabilities were about 6 times as much. 
That doesn’t look very good. 

As a laymen in tax matters, I certainly cannot propose technical 
changes to bring about such relief. That I will leave to more qualified 
witnesses and the members of your staff. Personally, and I think 
for our industry, I am not complaining about taxes. Taxes are always 
too high, but it is the type and the way taxes are applied to us that 
hurt and hurt seriously. 
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The second of our industry’s problems, but by no means the least, 
is the Federal retail excise tax. The retail excise tax was imposed 
as a temporary emergency measure to raise needed revenue for our war 
effort. ‘The jewelry industry: accepted and bore this great burden in 
a truly patriotic spirit at a time that, even then, many of our-com- 
petitor industries were not taxed, and that is rough. This tax is no 
small or inconsequential matter. It constitutes a substantial and 
easily discernible disadvantage for the products of our industry. 
stifling its growth and limiting the opportunities of its workers and 
members. 

The jewelry business is essentially a gift business. In the gift 
market, our products must compete with hundreds of products of other 
industries that are not taxed. No other tax is as discriminatory. The 
excise tax deprives our industry of the right of free enterprise and just 
competition. The selection of a jewelry product means that the pur- 
chaser immediately is penalized an amount equal to 10 percent of 
his purchase for coming into my store and not the one next door. 
This tax too frequently becomes a bar to jewelry product sales. 

My friend, the florist, was telling me about his CHirletalian business. 
He has no discriminatory excise tax against him. He doesn’t have 
to pay anything like that. Yet he had already sold $7,000 worth of 
Christmas wreaths for Christmas gifts in direct competition with 
Christmas gifts for us. On the same deal, if we had sold competing 
merchandise from our stock, we would have had to have collected 
another $700 which makes it pretty hard for the customer to see the 
difference why he should buy our merchandise. 


If small business, the backbone of our economy, is to pg we 


must have realistic income-tax relief and the fetters of the retail 
excise tax removed. 

There is one other point I would like to call to your attention, and 
this is a pretty big point. It is the expense and worry and persecu- 
tion of business by bureaucratic rulings and “screwball” regulations 
that take the heart out of a businessman and sometimes make him 
wonder if he should not just chuck the whole thing and go fishing 
for the rest of his life and eat catfish and chitterlings and let it go at 
that. 

This even extends to the Post Office Department, and we are 
penalized a lot of money every year by their “screwball” regulations. 
For instance, I can take two packages of exactly the same size and 
weight to the post office and send them by registered mail. One of 
them will cost me $1 and for another one they may charge me $8 or 
$10 for the same services. A crazy thing. I get no more service; I 
don’t want any more service on one package than the other. The post 
oflice charges a difference based on the valuation of the item in the 
packages. The post office doesn’t pay us any more in the case of a 
loss; in fact, we carry insurance to reimburse us in case of loss, 
so we do not ask the post oflice for that. And the post office in- 
sists that we disclose the value of a package. Our insurance com- 
pany would rather we did not, because it leaves them open to a 
greater temptation of theft with the value of the package placed on 
the outside. We are spending money trying to live with that regula- 
tion. We are spending money trying to get the regulation changed, 
because it is just as crazy asa bat. That is just one example of the 
type of thing that Iam talking about. 

97385—58—pt. 3——18 
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. Then, in connection with the excise tax, did you gentlemen know 
that at one time they tried to classify book ends as jewelry and col- 
lect. excise tax on them as such, pee gd for a while? We had to 
fight that, too. It cost us money. We finally got that regulation 
changed. They thought a woman might look funny with a book end 
around her neck—walking down the “street with a book end around 
her neck as a pendant or something. 

They make regulations, and have had regulations, on trade-ins that 
have ees the way the diamond industry, the diamond business, 
has been handed down since the time of George Washington, I guess. 
Many jewelers run under fear of regulations. They are apprehensive 
and fear what is being done to the jewelry business by these regula- 
tions, for the results are often double taxation; we have to pay tax 
on it twice. The Government picks on a few jewelers in a town, goes 
in, jumps on them, raises sand, asks the jeweler to pay up on these 

crazy regulations, tries to scare the rest of the jewelers i in the town 
and get them to do the same thing g, and they do, do it pretty much. 
Some of them don’t. Some of them stop, because it costs more to 
abide by the regulations than it does to fuss around paying the 
regulations, 

The same thing is true in income taxes. It is my opinion, and I 
think that you gentlemen will agree with me, that the Government 

can put most of. the people of the United States in the courts if it 

wants to, over the “screwball” income-tax laws. Mr. Stufflebeme told 
here about how he had taken this company th: at was busted and work- 
ing at it; how they were working for practically nothing in the 
hopes that later on they would be able to get their salaries raised 
and come along. He is in for a rude awakening. They will tell 
him, if he works for nothing before, he can continue to work for 
nothing. They will not allow an increase in salaries in cases like 
that. He is in for trouble. Certainly, the citizen needs protection 
from a supergovernment by fear, and the citizen is entitled to a set 
of simple, straightforward rules and regulations that he can follow 
and know where he is. 

It all ends up with a feeling that is evident throughout the country, 
the end result of which is a loss of respect for our Government at a 
time when we should be proud of it, more proud than at any other 
time, a feeling that our Government is always on the lookout for 
vays and means to take unfair advantage of the little citizen. 

Gentlemen, that’s my sad tale. I appreciate your listening to it, 
but a lot of it is very close to the hearts of the little citizens of the 
United States of America, and somebody in the Government needs 
to start a crusade on behalf of these people, and I think you folks 
are doing it and can do it and will continue to do it, I hope. Thank 
vou, sir, very much. 

Senator Sparkman. Thank you, Mr. Everts, very much. Any 
questions? 

Senator Yarsoroucu. Mr. Everts, I believe that you stated that 
for the month of October 1957 three times as many jewelers went broke 
as in the same period in 1956. 

Mr. Everts. That’s right. 
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Senator YarsoroucH. Would you attribute all of that to the tax 
structure of the country / , 

Mr. Everts. No; I wouldn't. 

Senator Yarsoroven. Do you think the high interest rates, the 
working capital, or the hard-money policy would have a bearing? 

Mr. Everts. The business today is in such a condition that. the 
small-business man, generally, doesn’t know which way he is going. 
He doesn’t know what to do.’ He doesn’t know which way to turn. 
He doesn’t know whether business is going up, down, or crosswise. 
He just knows his business is not any good. He doesn’t know why. 
I think it is an accumulation; to be perfectly fair, I think it is an 
accumulation of everything that has landed on him all at once and 
he is scared to death and sad, and I don’t think that it is entirely— 
I wouldn’t attribute it honestly to any one thing. I think it is—— 

Senator YarBorouGH. It isa combination ? 

Mr. Everrs. I think it is a combination of everything. 

Senator Yarsoroucu. Now, do you have any statistics on the num- 
ber of jewelers in business?) How would the number now left in 
business compare with the number in business 5 years ago? Was it a 
situation in which there was a too-rapid entry of individuals? 

Mr. Everts. There had been a decrease in jewelers in the last few 
years.” It has jumped up in the last year more rapidly than in the 
past 5 years. The sudden increase here has been evident in the fact 
that credit has been harder to get right down the line. The informa- 
tion that I got came from the Jewelers Board of Trade, which is the 
Dun & Bradstreet of the j jewelry business, if you want to call it that, 
and they publish figures periodically as to the number of their mem- 
bers returning the amount of dollars that are past due. I haven’t 
made myself clear, but, in other words, how people are paying their 
debts in the jewelry business, how the dealers s are paying their debts and 
there has been a gradual increase in the last 5 years of jewelers that 
have been in financial difficulties. 

Senator YarsorouGH. Do you find that that’s a reflection of the fact 
that perhaps the customers who come into the store buy cheaper lines 
and perhaps don’t have as much money to spend as they had a few years 
ago? 

Mr. Everts. That is possibly true in the last year, but prior to that, 
I do not think so. 

Senator Yarsorouen. You don’t find that true until the last year? 

Mr. Everts. That’s right. 

Senator Yarsorovuen. Do your customers complain of money being 
scarce in the last year ¢ 

Mr. Everts. Yes. 

Senator YArsoroueH. That they can’t obtain any money? 

Mr. Everts. Yes. 

Senator YArsoroucH. Thank you, Mr. Everts, for your fine state- 
ment. 

Senator SparkMAN. Any questions? (No response.) 

Thank you very much, Mr. Everts, for your excellent statement. 

Mr. Owen G. Murray, Standard Parts & Equipment Corp., of Fort 
Worth. 

Come around, Mr. Murray. We are glad to have you, sir. 
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STATEMENT OF OWEN G. MURRAY, VICE PRESIDENT, STANDARD 

*PARTS & EQUIPMENT CORP., FORT WORTH, TEX., ACCOMPANIED 

BY CURTIS FRAZIER, VICE PRESIDENT, DAY, BENTON & FRAZIER, 
CERTIFIED PUBLIC ACCOUNTANTS, FORT WORTH, TEX. 


Mr. Murray. Gentlemen, I came over here fortified and brought my 
accountant with me, so if there are any questions, we will answer them 
real quick and snappy. 

Mr. Srurrs. Would you identify him for the record, please. 

Mr. Murray. Yes. This is Mr. Curtis Frazier, of the firm of Day, 
Benton & Frazier, accountants. 

Mr. Sruurs. And what position do you hold with the Standard 
Parts Co. ? 

Mr. Murray. Iam vice president. 

Mr. Srutrs. What is the address of that? 

Mr. Murray. 904 North Main, Fort Worth, Tex. Not Dallas, 
thank goodness. 

After having the opportunity to sit here and listen to some of my 
predecessors, more expressly Mr. Stufflebeme, I was most interested 
in his business, not the jewelry business, but his business. I am in 
the aircraft, hardware, manufacturing and supply business, and be- 
cause I figured that time was of the essence, we cut our statement 
down appreciably; however, after hearing everybody else, I think, 
Mr. Erickson, I have some more to say. 

In Monday evening’s Fort Worth Star-Telegram, Representative 
Wilbur D. Mills, of Arkansas, was quoted as having said in an »ddress 
prepared for the American Tax Foundation in New York City: 

Only if the Nation’s economy expands faster than Government spending can 
the Nation look forward to lower taxes. 

Now, that particular statement means, and I am speaking from 
small business—We have one gentleman here who is on the Govern- 
ment payroll. Ray Martin, I believe you are here, aren’t you, Ray? 

Mr. Martin. I am on the Board of Field Advisors for the Small 
Business Administration. 

Mr. Murray. When you talk about small business, you talk about 
500 employees or less. Now, I think maybe we might have an im- 
pression there that’s a little bit different. Five hundred ——- 
is a heck of a bunch of guys if you all want to know what I think 
about it. Certainly my company doesn’t have anything like that, 
but we are still small business, but we go on up the ladder, when you 
figure 500 employees. I will go ahead now with my prepared state- 
ment. 

If this attitude of the second-ranking Democrat on the House 
Ways and Means Committee is to become the accepted one, I believe 
the small businesses, and some of the not-so-small, have more dark 
days ahead. 

Representative Mills is pushing a bill designed to eliminate many 
so-called loopholes from our tax structure. More to the point is 
H. R. 6452 introduced by Representative Antoni N. Sadlak, of Con- 
necticut. In the words of Representative Sadlak— 





This legislation is primarily designed to moderate the tax impact on indi- 
viduals and on small and growing business, and to eliminate ‘the tax barrier 
to starting new businesses * * *, 
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The problem is entirely a matter of rates. 

That small business is in need of help is unquestioned. The fact 
that these hearings are being conducted is an indication of the grow- 
ing concern for the plight of small business, and I believe, sir, you 
will agree with that. You wouldn’t be down here, you would be back 
up there in Washington, Senator, if that wasn’t correct. 

Starting a new business is becoming almost impossible. Many 
times surviving a period of loss from operations is not as difficult, as 
surviving the first prosperous period; as the business begins to enjoy 
success, the need for additional inventories and working caper be- 
comes acute; on top of this comes a staggering tax blow which de- 

letes the earnings so desperately needed for retention in the business. 
em let me explain what I have in mind there, Senator, and that is 
the fact that you get taxed so hard you have nothing, no incentive, 
there is nothing left, and you can’t continue in business. You might 
as well be on a payroll. 

The capital markets employed by large, established corporations 
are not open to the small-business man, and today his own local bank 
is likely to be of little or no help. However, I do not believe small 
business can ask for help at the expense of others. Further, I do not 
believe legislation affording such discriminatory relief can be enacted. 
Tax relief for all in the form of rate reduction is the best solution. 

The business in which I am engaged is a corporation. But tax 
relief for the new or small corporation would aid probably less than 
5 percent of the enterprises in the small-business category. Not only 
would the suggested corporate-relief measures aid only in a small] mi- 
nority of businesses ; they would either discriminate against larger cor- 
porations or serve to further complicate an already extremely com- 

lex tax law. Graduated corporate-tax rates would be fine for those 
in the lowest brackets, but one plan suggested earlier this year would 
have a top rate of 75-percent relief for the small, which would serve 
to keep them small while killing the large; whereas the Sadlak bill 
would ultimately impose a top tax rate of 42 percent on both corpora- 
tions and individuals. Another suggested relief for all—a deduction 
for additional investment during the taxable year—poses many prob- 
lems as to limits, restrictions, and the laying open to questioning of 
revenue agents the propriety and soundness of additional investments. 

Representative Mills, in the article quoted at the beginning, cites the 
necessity for additional defense spending as the deterrent to any tax 
cuts for some years to come. I would not want tax cuts at the expense 
of our defense program; I do think economies can be effected in de- 
fense buying as well as in other areas of Government spending which 
would more than offset reduction of revenue brought about by a bill 
such as Representative Sadlak’s. Our firm makes sales which are 
subject to renegotiation. 

Now, Senator, I want you to listen to this, please, sir. Our firm 
makes sales which are subject to renegotiation. Now, let me explain 
this renegotiation. We sat across the table from 4 men who had 
worked for the Federal Government for 30 years or a bit less, and 
they told us how much money we could make. Where the Govern- 
ment is buying materials on a bid basis, the low man is the winner. 
I cannot see how he should be subject to renegotiation. We have 
never, since we have been in business, and we have been in business 
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11 years, borrowed one red cent from the Government, the Small 
Business Administration or otherwise. In 1951 we were subject to a 
$75,000 renegotiation, and it is a small company that I am 
representing. 

Mr. Srvuirs. Mr. Murray, if I may, I would like to break in right 
there. Senator Sparkman and other members of this committee have 
strongly supported the end of renegotiation except for 

Mr. Murray. God bless your heart. 

Mr. Sruurs. It will continue to oppose renegotiation on military 
business let under competitive advertised bidding. 

Mr. Murray. I certainly think that is the correct answer, don’t 
you, Senator ? 

Senator YarsorouGH. Well, with certain limitations. 

Mr. Murray. What limitations? 

Senator YarsoroucH. I am here to hear your statement. 

Mr. Murray. What limitations? 

Senator Yarsorovueu. I am here to hear your statement. 

Mr. Murray. Excuse me. I will write you a letter on that, because 
you are a Texan. 

Senator Yarsoroucn. I am not opposing the position of this com- 
mittee, but I have had 8 years of military experience and I have served 
on the staffs of the Army as well as in the Infantry Division, and I 
saw some things during the war that I think this Government ought 
to have the right to renegotiate. 

Mr. Murray. That’s right, but where the company is financing 
themselves and not borrowing from the Government 

Senator Yarsoroven. And there is a lot of that gouging going on. 
Iam not referring to small business. But in letting airplane contracts, 
they let to a subsidiary and they let to a subsidiary until some of those 
profits went as high as 39 percent on some airplanes 

Mr. Murray. You are absolutely correct. 

Senator YarsoroucHu. By this multiple reletting to other sub- 
sidiaries. Ithink it ought to have been renegotiated. 

Mr. Murray. What I was bringing out, we finance our own busi- 
ness. We don’t ask Uncle Sam for anything, and yet on that portion 
we have to be renegotiated where we know we have competition that 
was being financed practically 90 percent by Government money, and 
then we are renegotiated and they get by, but that’s neither here nor 
there. God bless them and they are lucky and we were just too dumb 
to lie, I guess. 

Senator Yarsoroucu. I want tocommend you on that. I hope they 
don’t get by with that 39 percent at the expense of you and other 
taxpayers. 

Mr. Murray. Renegotiation is an open admission that Government 
agencies are not able to purchase wisely. Place Government pur- 
chasing on a competitive-bidding basis, eliminate agencies such as the 
Renegotiation Board and effect savings which will make overall tax 
relief possible. 

Small business needs help—but not stopgap, makeshift, here-this- 
year, gone-next-year help. Let’s have something constructive, some- 
thing which will restore incentive for new investment capital, some- 
thing which will be beneficial to our entire economy. 
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Gentlemen, I would like to wind this up. If you have any questions, 
I have a number of editorials. I have Representative Sadlak’s bro- 
chure here and I have quite a long article, which I won’t attempt to 
read, concerning small business. In fact, it starts out gigging Gen- 
eral Motors, but I think General Motors is just as important as small 
business. Don’t misunderstand me. We certainly have to have that; 
otherwise, we might as well move to Russia. I am not opposed to 
that whatsoever, but, by the same token, in our own tax structure in 
trying to develop a retirement program for the few employees that 
we have, it is doggone hard. You can hardly do it under the 
oresent situation, I am sure that both of you are familiar with this 
rom I have here, but, by the same token, I am like Mr. Stuffle- 
beme. If we do have to go to the Government and get a loan, then, we 
are hooked for low, sure enough. We will never be able to do anything. 
The Government comes in and they will tell you how much salaries 
you can pay and how much this you can do and how much that you 
can do, which we are not interested in doing. We have managed to 
scrape by up until now and I believe our volume of business can 
prove out what a bunch of guys can do when they just really get in 
there and hit it hard; but, by the same token, after doing all of that, 
why, we have nothing left considering the amount of investment that 
we have; so, therefore, I appreciate this opportunity. 

Mr. Erickson, I want to thank you for inviting me over here; and 
you two Senators. I think this is a very important project and we 
do appreciate it very much. If you have any questions, why, we 
will let my right hand here answer. 


Senator Sparkman. Thank you, Mr. Murray. Any questions? 

Mr. YarsoroucH. No questions. I want to say that I certainly 
agree with Mr. Murray’s statement that there is a growing concern 
in the Senate for the plight of small business because the Senators 
are, I think, close to the people from different States, and they go 
back home and spend some months each year in the States and ‘see 
what is happening to small business. I want to commend you also 


on saying that you don’t think there should be discriminatory legis- 
lation; that it should fairly consider all the economy, but certainly 
small business in this country is desperately in need of some kind 
of guidance and consideration. 

Mr. Murray. Thank you. 

Senator Sparkman. Thank you, Mr. Murray, for your very fine 
statement. 

Our next witness is Stephen L. Mayo. Mr. Mayo is an attorney 
here in Dallas. 


STATEMENT OF STEPHEN L. MAYO, ATTORNEY AT LAW, 
DALLAS, TEX. 


Mr. Srutts. Would you give us your firm name and address. 
. Mr. Mayo. Stephen L. Mayo, 1020 Republic Bank Building, Dallas, 
ex. 
_ [have a short statement here, but I can assure you in advance there 
is nothing startling in what I have to ree 
Senator SparKMANn. Go right ahead. 
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Mr. Mayo. Generally, the first 4 or 5 years in the life of a small- 
business enterprise are the most difficult ones from many standpoints, 
including problems of organization, management an Bau 
credit and financing. Accordingly, if it is deemed desirable to stimu- 
late and encourage the creation and growth of small businesses, and 
this is usually conceded to be good for the strength and welfare of our 
country, it would be helpful to promote the financing of small busi- 
nesses in their early years by means of tax relief. Such an objective 
is.one.of great complexity not only because any such relief must be 
fair, nondiscriminatory and within constitutional limitations but it 
also must be accomplished, if possible, without severe impairment of 
the revenues. This last condition is because of our national desire to 
have some Sputniks of our own—bigger and better ones than anyone 
else—and then probably some manned space platforms, eventually 
with scheduled flights back and forth between them and the earth. 
These projects can only be developed at great cost. So, we are con- 
oer with the problem of maintaining or even increasing revenues 
for these and other necessary purposes and at the same time reducing 
the burden of taxes. The problem seems to be almost beyond solu- 
tion. Probably only a few steps may be taken in the direction of tax 
relief at this time. 

1. One of the most controversial areas in the field of Federal in- 
come taxation involves the subject of allowable deductions for de- 
preciation—which in turn depends upon the estimated useful lives of 

roperty used in a trade or business or for the production of income. 
This refers, of course, to such things as plant facilities, machine tools, 
automotive and other transportation or materials handling equip- 
ment, and the like. It is suggested that much more latitude be given 
the management of a small business to select a shorter estimated use- 
ful life of such depreciable property. If the privilege is abused, by 
selection of an unreasonably short estimated life of such property, 
it should not be difficult to curb such abuse by taxing at y Aiacee 
rates any gain on the sale of such property where its basis has been 
reduced beyond reason by depreciation. ‘To make this workable it 
would probably be desirable to define what is reasonable under the 
circumstances and to provide a term of years of use of such equip- 
ment after which any gain upon the sale thereof would be favored 
by capital gains treatment. 

May I interpose this thought, that there is a restraint against 
untrammeled eae of the depreciation deductions by management 
which is imposed by credit demands. Management is boxed in be- 
tween a desire to minimize taxes and at the same time not write off 
his capital investments so fast that a banker in going over the balance 
sheets would say, “Well, you have no capital investments there.” So 
vm is under a restraint in that respect besides the curb that I suggest 
1ere. 

Mr. Sruvrs. Isn’t it also true, Mr. Mayo, that as your statement 
points out, the first 4 or 5 years of a firm’s life are the most pre- 
carious; that is, a corporation is likely to be taxed at 30 percent dur- 
ing that period. If he writes off everything in the first few years, he 
would be paying taxes at a higher 52 percent rate later on, so the Gov- 
ernment will not lose in the long run if he has taken his deprecia- 
tion allowance all in the early years of the life of the property ? 
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Mr. Mayo. That is quite correct. That is my view of the con- 
cept of the depreciation. Over a period of time, it is the same. 

Mr. Ertcxson. One other question on that point, Mr. Mayo, if I 
may interrupt. Do you find from your experience that your clients 
would be willing to give up the capital gains treatment on the sale 
for the right to determine their own depreciation policy ? 

Mr. Mayo. Not unless it is an instance of abuse. No, I think*that 
they should have, that is why I say, if it has been used for a period 
of years, say, 5 or 10, then they should have capital gains because 
basically it is a capital investment rather than, for example, operat- 
ing funds for expenditures. 

Mr. Erickson. My point is, the limitation which you propose where 
there is unreasonable depreciation, ordinary income treatment on sale, 
you feel that that limitation should be put in there in your opinion. 
Do you feel that your clients would agree with you on that ? 

Mr. Mayo. I think that they would, yes, sir, in a case such as this. 
Suppose you have a machine tool with an ordinarily useful life of 
10 years. If that is charged off in the period of 2 or 3 years and 
then sold shortly thereafter, I think it would be correct to bring back 
in as ordinary income the gain on the sale which is represented by 
the difference between the proceeds and the fair value, shall we say, 
of that property. It still has a useful value as proved by its dis- 
position at a profit, but beyond 5 years or, say, 10, then let him have 
his capital gains on the disposition. 

Mr. Erickson. In other words, wherever it is established that the 
depreciation was an honest business determination and not aimed at 
tax benefit, then you would permit him to take taxable gain, but where 
it looks like it was an unreasonable determination for tax purposes, 
then you would get it at ordinary income rates ? 

Mr. Mayo. I think that would be fair; yes. 

Mr. Erickson. Thank you. 

Mr. Mayo. No. 2. The limitations of Internal Revenue Code sec- 
tion 167 (c) should be relaxed so as to eliminate the distinction be- 
tween new and used equipment for accelerated depreciation allowable 
under section 167 (b) of the code. Unless such limitation is designed 
to encourage the production, sale, and use of new equipment, there 
seems to be no real grounds for the distinction betwen new and used 
equipment for accelerated depreciation purposes. The larger busi- 
ness, with sufficient capital, can purchase and put mto use new equip- 
ment while the smaller undercapitalized business cannot do so. It 
must be content to struggle for better production from used equip- 
ment which it can acquire within its limited capital. 

3. The individual owners of a family or closely held corporation 
should be permitted to be taxed as partners, or as an individual if 
the corporation is wholly owned, with binding elections to be made 
by such owners or owner for each year for a period of time, say, 5 or 
10 years after the corporation begins business operations. This will 
doubtless require provisions to set apart any earnings in a special 
surplus account of the corporation which are accumulated during 
the years of such elections to be taxed as aforesaid, so that such spe- 
cially taxed earnings may be distributed tax free to the distributee- 
shareholders because such earnings will already have been taxed to 
the individuals or individual but retained in the corporation for its 
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uses. It is suggested that such a measure would encourage a small 
group of individuals, or even a single individual, to enter a business 
undertaking under the form of a corporation, with the limited labil- 
ity and other benefits thereof, but with tax consequences no greater 
than would have been the case had the undertaking commenced in 
the form of a partnership or individual operation. The converse of 
such a measure is found in the provisions of code section 1361 which 
permit certain partnerships to be taxed as corporations. These pro- 
visions, however, are so limited and so obscure as to require liberaliza- 
tion and clarification if they are to be of much practical utility, except 
under certain rather unusual conditions. 

4, It is suggested that corporations be given the benefit of capital 
loss deductions somewhat along the lines of those allowed in the case 
of individuals; that is, within certain limitations. At present, capital 
losses are recognized with respect to corporations only to the extent 
of capital gains and frequently the deductions for such losses are 
entirely denied to corporations, because of the absence of offsetting 
capital gains, notwithstanding the carryover provisions of the code. 

5. It would perhaps be helpful to small businesses to allow a 
reasonable exemption of corporate net income without tax just as is 
now allowed in the case of individuals by way of personal exemptions. 
Perhaps this could be limited to small corporations the net income of 
which does not exceed an arbitrarily fixed amount, such as, say, 
$10,000 or $25,000 per tax year. 
. 6. Quite often a tax deficiency is asserted against a small business 
(corporation, members of a partnership, or an individual proprietor) 
which, if paid, is large enough to cause a severe reduction of the operat- 
ing funds of such business and yet it is not large enough to justify 
the expenses and costs, including accounting and legal fees, of a con- 
tract over such deficiency. The proposed deficiency may be more or 
less clearly unjust and yet the taxpayer may not be in a position to 
litigate the matter due to the relatively heavy expenses incident to such 
action. It has been suggested that, as a possible alleviating measure 
in such a situation, if the taxpayer involved should initiate litigation 
over the matter and prevail therein, such taxpayer should recover as 
costs in such litigation as allowance for expenses incurred in such 
action, including a reasonable amount for accounting and attorney 
fees paid in this connection. As an adjunct to any provision for suc 
recovery of incidental expenses, a definition of reasonable fees in such 
respect should be provided, probably on a per diem basis. It is recog- 
nized that this entire subject of such a recovery of costs is apt to provoke 
considerable controversy, pro and con. For that reason, a very care- 
ful study should be made of the matter and of the problems relating 
thereto before any such relief measure is undertaken. Actually, the 
subject involves an indirect, but in many instances a very real and 
burdensome, byproduct of the impact of Federal taxation on small 
taxpayers. 

Mr. Erickson. Mr. Mayo, on that point you speak very generally, 
sir, about the proposed deficiency maybe more or less unjust. I am 
wondering from your own experience whether you know of cases where 
this general situation which you described has occurred. 

Mr. Mayo. Yes, sir, I could recount numerous instances of such a 
case. Would you like one, for example? 
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Mr. Erickson. Well, I think it would be helpful. This general 
mention is fine, but if there is some way that we could have as ecific 
occurrence, I think it would be helpful because so often things like this 
are stated generally and not precisely. I think it means more if we 
could have a case or a set of circumstances without names and it might 
be provided to the committee in such a way so that it could be com- 
pletely—well, not public information—but I think it would be help- 
ful because what you have described, we have heard before, and so 
often in things like this, the committee cannot find out the actual 
facts. 

Mr. Mayo. I am reluctant again to refer to depreciation, but I recall 
a litigation in which I was concerned wherein an allowance for depre- 
ciation was reduced under circumstances which I thought were not in 
order, and in the trial of the matter, the revenue agent who had dis- 
allowed depreciation on certain depreciable real property, the im- 
provements thereon, was on the ataindl, and I asked him how he arrived 
at the reduction, and he said, “Well, just by general knowledge and 
experience and information.” In response to a question as to whether 
he had gone out to inspect the property, the answer was negative. 
In response to a question of where the proposed change took place, the 
answer was at his desk. And by other proof, it was very clear that the 
property should not have been given an estimated useful life of more 
than 10 years because it was 40 years old at the time as opposed to his 
proposal to increase the remaining estimated useful life to 20, 25, or 30 
years. That is what I call an unjust proposed adjustment. 

Mr. Erickson. And you feel that your proposal would even things 
up for the taxpayer so that unjust things like that could be protected 
against ? 

Mr. Mayo. I think so. As I point out, it is not without its contro- 
versial aspects, and I am aware that the restriction should be pretty 
well fenced around such a provision. We have present provisions for 
recovery of costs in suits against the United States, but that is limited 
to actual court costs, and this is an extension of that, because in many “ 
instances the taxpayer is put to considerable expense, running into 
several hundreds or thousands of dollars, to support his position by 
way of accounting and legal services. Either he can go to that expense 
and incur that obligation or he can submit and try to pay the tax, 
whether it is just or unjust. 

Mr. Erickson. Thank you. 

Senator SparkMAN. All right. Let’s see. You had not finished, 
had you? 

Mr. Mayo. Well, I just have these few more remarks. 

Briefly, I would favor the following propositions: 

1. Permit estate taxes to be paid in installments over a period of 
years. 

2. Permit a proprietor of unincorporated business to be treated as 
an employee, under qualified pension, profit-sharing or stock-bonus 
plans. 

3. Graduated corporate-tax rates, especially in the lower brackets, 
of net income. 

4. Permit deduction for additional investment during taxable year. 

5. Increase exemption of corporate income subject to surtax or pro- 
vide for graduated surtax brackets. 
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6. Reduce corporate normal tax or, preferably, provide lower 
brackets for ekduhis income in stages up to $25,000 or somewhat more. 

Senator Sparkman. Thank you very much, Mr. Mayo. Any ques- 
tions, Senator Yarborough ? 

Senator Yarsoroven. In this point 6, Mr. Mayo, where you recom- 
mend that if the taxpayer prevails that he recover as costs in such 
litigation allowance for expenses incurred in such action, includin 
a reasonable amount for accounting and attorney fees, that is base 
upon the premise, I take it, earlier in that point, that that would be 
in small amounts where you say it is not large enough to justify the 
expenses and costs, but where the taxpayer feels that he has been 
unjustly treated. I have heard taxpayers say, “Well, he came in 
and the Internal Revenue examination raised my taxes $300 and 
$500, and I think it is an outrage, but I can’t afford to hire a lawyer.” 
Shouldn’t there be some limitation of amount? You do not con- 
template, do you, the addition of his attorney’s fees and accounting 
if he prevails of someone sued for a quarter of a million dollars? 

Mr. Mayo. I recommend that only for study. The instance such as 
you point out occurs very frequently. 

Senator Yarsoroucu. The small amount. 

Mr. Mayo. The small amount. But that is a reliative matter, as I 
see it. A quarter of a million-dollar-tax deficiency proposed might be 
a small amount in relation to the size of the taxpayer, larger taxpayer, 
just as much or as little as $300 to a salaried person. 

Senator YarsoroueH. But wasn’t this recommendation based on 
the inability, dealing in small business, the inability of the taxpayer 
to pay? 

Mr. Mayo. Primarily, that is true. 

Senator Yarsoroven. If you had a large taxpayer where $250,000 
was a small amount to him, wouldn’t he be able to take a gamble and 
litigate if he wanted to without the—— 

Mr. Mayo. The burden of trying to defend his case is probably, 
from a relative standpoint, just as great, but if it is desirable to protect 
the smaller taxpayer, as you say, why, then, the limitations might be 
put on the amount of deficiency proposed. Even there I can see some 
problems, but it would be helpful. 

Senator Yarsoroven. I want to congratulate you on this very in- 
formal statement on the income-tax laws and the certain remedial 
steps that you recommend. I note that you state that the problems 
are so big that you recommend only certain remedial steps and did not 
attempt to go over it as a whole. I want to congratulate you on the 
statement. 

Mr. Mayo. Thank you very much. I approached this assignment 
with rather a deep sense of futility in the light of needs and com- 
plexities. 

Senator Sparkman. We appreciate your contribution, Mr. Mayo. 

We will include in the record at this point your outline. 

(The document referred to follows :) 


OUTLINE OF POINTS IN TESTIMONY BY STEPHEN L. Mayo, DALLAS, TEx., AT 
DaLLaAs HEARING BEFORE SENATE SMALL BUSINESS COMMITTEE 


The following points are premised on the observation that normally the first 
4 or 5 years in the life of a small-business enterprise are the most difficult ones 
from many standpoints, including organization, management and particularly 
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financing. Accordingly, as to the last aspect, I believe that some form of tax re- 
lief should be offered to small enterprises, in their early years especially, if en- 
couragement is desired for them. Such tax relief can be granted in this direction 
by the following means, among others: 

1. Relaxation of depreciation rules: (a) More freedom to small-business enter- 
prises to elect estimated useful lives of property used by the trade or business ; 
and possibly offset the claims for too much depreciation (based on reasonably 
short estimated useful lives of property) by gain on sale of the depreciable 
property at ordinary rates if the sale is made within an arbitrarily fixed term, 
such as, say, 10 years from date of acquisition in the case of machine tools 
normally having a longer useful life, etc. 

(b) Eliminate the distinction between new and used equipment for accelerated 
depreciation as under code section 167. 

2. Permit family or closely held corporations to be taxed as partnerships, 
or as individuals if wholly owned, with binding elections on the stockholder or 
stockholders for each year for a period of time, say, 5 years, after the beginning 
of the enterprise. This will involve provisions to set apart earned surplus of 
the corporation during the period so that a distribution thereof may be made 
tax free since it will have already been taxed to the individual or individuals. 
In any event the obscure provisions of code section 1361, permitting certain 
partnerships to be taxed as corporations, should be clarified with many traps 
therein to be eliminated. 

3. Give corporations the benefit of capital loss treatment just as in the case 
of individuals. 

4. Allow a reasonable exemption of net income without tax to corporations 
just as in the case of individuals. 

5. I would favor the following propositions : 

(1) Permit estate taxes to be paid in installments over a period of years. 

(2) Permit partnerships and proprietorships to elect to be taxed as corpora- 
tions. (The reciprocal of 2 above.) 

(3) Permit a proprietor of unincorporated business to be treated as employee 
under qualified pension, profit-sharing, or stock-bonus plan. 

(4) Graduated corporate tax rates. 

(5) Permit election of standard deduction for small business. (Although I 
hardly see how this can very well apply to items other than contributions. ) 

(6) Permit deduction for additional investment during taxable year. 

(7) Increase exemption of corporate income subject to surtax. 

(8) Reduce corporate normal tax, or, preferably, provide lower brackets for 
taxable income in stages up to $25,000, or even somewhat more. 


Mr. Marvin Gearhart is our next witness. I understand you are 
appearing in the place of Mr. Harold Owen, of the Go Oil Well Serv- 
ices, Inc., of Fort Worth. Would you come forward, please? 

Let me take just a moment to make this statement. We are running 
somewhat behind time.in order to complete this hearing. It is 
our purpose to run right straight through without lunch, but I am 
going to ask you to speak right up and I don’t want to cut anybody 
short, but if we can speed along just as much as possible, I will 
appreciate it. 

Mr. Gearnart. Yes, sir. Well, this slip of paper is the length of 
my speech right here. 

Senator SparKMAN. You go right ahead. 


STATEMENT OF MARVIN GEARHART, GO OIL WELL SERVICES, INC., 
FORT WORTH, TEX. 


Mr. Grarwart. Three years ago we started a small company. We 
took $3,000 out of our pocket each, and what I propose to do here is 
just give you the facts of what we have done and what. we think 


we would have been able to have done if we hadn’t been taxed as we 
were. 
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The first year we made about $12,000 and we paid nearly $3,000 in 
income taxes or the amount that we started out with. The second 
year, 1956, we made $27,000 and we paid income taxes of $9,000. This 
year we made about $52,000 and our taxes are going to be $21,000. 

Now, it is our thought that we are plowing all the money we get 
out of the profits right back into the growth of our company, and 
it is-our thought that when you are trying to grow, it is to the 
Government’s detriment to penalize a company by taking this growth 
capital away from them, so we propose that growth companies have 
an exemption that is a little bit different from companies which are 
static and just continue to make the same amount every year. 

For instance, last year, if we hadn’t had to turn over $9,000 in income 
taxes to the Government, we think that we could have made about 
an additional $30,000 this year, and, of course, there becomes a level 
when your small business gets to be big business, but, after all, that’s 
what the Government should encourage, because that is going to 
make them more money later on, and we don’t believe that a fixed 
exemption to a small company is the answer, because that is going to 
be the answer that we can form a lot of small compaines and we are 
interested in seeing something brought out to where growth companies 
aren’t penalized as they are now. 

Senator Sparkman. Any questions? 

Mr. Ertcxson. No questions. 

Senator SparkMAN. Thank you very much, Mr. Gearhart. We 
appreciate your contribution. 

Next is Mr. Wearden, Mr. Joseph Wearden. 


STATEMENT OF JOSEPH WEARDEN, PRESIDENT AND GENERAL 
MANAGER, GROCE-WEARDEN CO., VICTORIA, TEX. 


Mr. Wearpven. Gentlemen, I am at somewhat of a disadvantage. I 
am from way down in south Texas, and I ask your indulgence for 
about 10 or 15 minutes. 

Senator SparKMAN. You just proceed as you wish. 

Mr. Werarpen. My name is Joseph Wearden. I am the president 
and have been for the past 24 years the active general manager of the 
wholesale grocery firm of Groce-Wearden Co. in south Texas. I am 
also chairman of the boards of the American Bank of Commerce 
and the South Texas Savings Association, all of Victoria, Tex., and 
was for about 10 years the active president of the First National 
Bank of Goliad, Tex. 

I have been associated with small and local business concerns since 
1905. My company sponsors a voluntary group of 300 independent 
small retail grocers who must make a profit in their mostly one-unit 
stores in order to meet their obligations and stay in business. I feel 
that my experience qualifies me to discuss the tax problems with which 
my own company is confronted because of the inequities of our present 
tax structure in its application to small-business men with limited 
capital. I have also tos the liberty of making some recommenda- 
tions and concluding the brief with some general remarks. 

In common with all other small businesses whether individuals, 
partnerships, or corporations, I desire to thank you gentlemen who 
are giving so freely of yourselves and your time, to make a survey 
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of our problems, in their application to our tax handicap. You are 
on this committee because you are aware of the plight of the small- 
business man and you want to do something to correct the inequalities 
of our tax burden. 

The history of Groce-Wearden Co., of which I have been its chief 
executive officer for 25 years, must be typical of that of many others 
in the Nation. Starting out with a modest amount of capital, which 
was for the most part subscribed by stockholders of limited me«ns, 
the greater part of whom had to borrow on a current basis, part or all 
of the funds paid in, there has not been a single year that we were 
not hard put for capital funds to meet the demands of expansion and 
increased costs of inventory, as well as fixed investment in facilities 
and equipment plus steadily increasing expense of operation. Ordi- 
nary prudence dictated that current borrowings beyond prospective 
short-term earnings was not the solution to our problem; the capital 
market was not available to us; the only alternative was for our stock- 
holders, most of whom owed money on their stock, to forego dividends 
in order that our earnings might be retained for capital requirement, 
as far as such earnings would go. By 1946, it became quite clear 'to us 
that our warehouse facilities were all obsolete, and that our very sur- 
vival depended upon new and modern warehouses. Again the capital 
funds were available to us only through retained earnings and our 
stockholders were obliged to bear the brunt of our situation. The 
tax take was heavy and it was not until 1951 that we were able to erect 
our first warehouse unit, with the fourth being completed only this 
year. 

During this same period from 1946 through our fiscal 1957, ending 
June 30, last, after the payment of Federal income taxes of nearly 
$1 million, including disallowed items of bad debt reserves and costs 
which we considered of a current nature, we had retained earnings of 
$527,944.74; paid $290,786 in dividends to our common stockholders, 
as compared to an imperative new and additional stock subscription 
by our stockholders of $656,837 largely from borrowed funds. I trust 
that you will particularly note that new stock purchased for this pe- 
riod was far in excess of dividends, and it was only through fortunate 
circumstances, including loyalty on the part of our stockholders, em- 
ployees, and customers, and civic interest in helping maintain local 
industry that we were able to realize these additional funds from the 
sale of new stock. 

I would not, however, want to leave the impression that this achieve- 
ment is common or that it is the complete solution of even our own eco- 
nomic problems. 

Our capital outlay for modern facilities, entailing also larger inven- 
tories to sustain these facilities with increased sales volume on nar- 
rowing profit margins has been far in excess of all our retained earn- 
ings plus the additional paid in capital mentioned above and the need 
for more capital funds continues to press so that we are not war- 
ranted in holding out hope to our common stockholders of much more 
than token dividends for the years ahead. 

Our current credit demands as distinguished from capital stock 
must always be guarded and balanced closely with inventories and 
receivables, in order to avoid exceeding the generally established, rule 
of thumb, ratio of not less than $2 of current assets, for every $1 of 
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current liabilities. There have been times when income-tax install. 
ments became due, that we were obliged to reduce our inventories with 
a resultant loss of volume and profit, in order to maintain this ratio 
of liquidity, and meet our income-tax installments. 

While the task of wresting with the impact of income taxes upon 
the financial integrity of our business is a matter of constant concern, 
I am still more concerned over the possible impact upon it by the 
estate tax after my death. 

The new capital funds acquired through the sale of stock which I 
have already mentioned, would not have been available had I not 
evidenced my own faith in our company by purchasing all of my own 
preemptive rights in such stock increases and even protected rights 
in excess thereof. As of this time in excess of 90 percent of my entire 
estate is invested in the firm or corporation of Groce-Wearden Co. 
and despite all the probing I have ion to find a plan or means to 
preyent.the necessity for the sale of a sizable portion of my stock to 
satisfy the tax on my estate at the time of my death, I have not found 
the solution. This situation could conceivably force either the liqui- 
dation or merger of my company, to the detriment of free enterprise. 


RECOMMENDATIONS 


Income tax: The Curtis bill known as H. R. 5735, and with which 
you gentlemen are familiar and which has the endorsement of some 
57 national associations of small-business groups, would certainly be a 
step in the right direction, but I recommend the following amend- 
ments thereto: 

i. The same formula of setting up reserves for bad debts now al- 
lowed banks, when X percentage (20 to 25 percent suggested) of cur- 
rent assets is represented by accounts and notes receivable. Speaking 
as one with actual banking experience, this provision would be a great 
aid to small business in the capital market. 

2. The option of election to either charge to operating expenses in 
the year acquired any equipment or installation with a life expectancy 
of 5 years or less, or to set such equipment up for the usual deprecia- 
tion. This, too, would be an aid in obtaining capital funds. 

3. Tax as a capital gain, the net income from the initial investment 
by an individual or each member of a partnership up to $10,000 until 
such income equals the amount invested, and revert to current income 
thereafter. Treat subsequent investments in the same manner up to 
X number of dollars, I suggest $100,000. The effect would be to enable 
the individual or individuals who borrowed money to enter business 
to repay the lender with greater facility. Ifthe investment were from 
his savings, he would recover it sooner. 

4. Treat dividends on preferred stock of corporations with common 
stock capital of not more than X dollars ($500,000 suggested) as in- 
terest paid and deductible before calculation of income tax but limited 
so that it would not apply to preferred capital in excess of an equal 
amount of common capital, so as to avoid abuse of this feature. 

This would enable corporations of a small-business category to pay 
a more attractive rate of dividends, and thus attract capital not avail- 
able at prospective lower dividend rates. 

The stockholder would pay income tax as on all other dividends, 
Larger corporations are now avoiding double taxation in this feature 
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by borrowing instead of issuing preferred stock. Such market is not 
available to the small business, but preferred stock investments can 
be obtained on a local basis Smee the dividend rate is sufficiently 
attractive. This is only possible for small business, when dividends 
on such stock can be treated as interest, the same as the debentures of 
large corporations. 

Estate tax: Exclude from the estate of deceased persons the pro- 
ceeds of life-insurance policies payable to the estate of such persons 

regardless of the date of such Saeteas any amount not in excess of 
the tax on such estate. 

I should like to emphasize that my recommendations are made in 
the interest of small business as a whole and not in my personal interest 
nor that of my company for I firmly believe that if the small-business 
man is not given sainiiaaalon in the matter of taxes so as to put him 
on a more equal footing, mergers with larger institutions will continue 
at even a more accelerated pace and freedom of enterprise will perish. 
Other freedoms could then inevitably be at stake. 

There is absolutely no basis for the argument that the larger busi- 
ness is more eflicient, except for its advantages in the capital market, 
which only tax equality can make available to small business. 

In the position of my company, knowing as we do the problems of 
300 individual small-business men, it is a matter of much concern to 
us that : 

When the larger multiple-unit operator sustains an operating loss 
in any one unit of distribution or any department, such loss is offset 
against overall profits, resulting in a corresponding tax reduction of 
52 percent of such loss. Since the smaller, single-unit operator can 
rely only on the carry back and carry forward provisions of the In- 
come Tax Code he may never be able to recover any part of his loss 
through tax relief. In a sense then the inevitable result would be a 
§2-percent subsidy to the large business and nothing at all to small 
business. This tax advantage can likewise be used by big business 
to freeze out small business in certain fields, and I think we have seen 
instances of that in our territory. 

Given an equal break small business with the right element of per- 
sonality can be even more efficient than big business, as well as a far 
greater asset to the community. 

I thank you. I am leaving some copies of this brief with the 
reporter and will be glad to prepare additional copies if they are 
required. Are there any questions ¢ ; 

_ Se SPARKMAN. One copy will be sufficient, and thank you. 
Any questions ? 

‘hank you very much. That wasa very fine statement. 


Our next witness is Mr. D. W. Hovey, president, Danaho Refining 
Co., Dallas, Tex. 


STATEMENT BY D. W. HOVEY, PRESIDENT, DANAHO REFINING C0., 
HOUSTON, TEX. 


Mr. Hovey. Mr. Chairman and members of the committee, I am 
grateful for this opportunity to state my views on some of the grave 
problems confronting small business. As the president of a small 
refinery, I feel that experience has revealed to me some of the pressing 
needs of my segment of the economy. 
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The present Federal tax structure is not favorable to small business, 
and tax relief is necessary if small business is to be encouraged. In 
some cases, tax relief is necessary for survival. 

What is a small business? In the production and refining of oil, 
I would describe it as any nonintegrated business, and I believe the 
points I am prepared to establish may well hold true in a number of 
fields other than the petroleum industry. 

My personal recommendation is that this tax relief be in the form 
of an optional rapid depreciation schedule to help offset the cost of 
continual equipment replacement and plant modernization; the ex- 
emption of 30 percent of a nonintegrated company’s income from 
surtaxes, and, finally, in the case of refining, a tax feature to encourage 
curtailment of current overproduction of finished petroleum products, 

Let me start at the beginning. To prosper, small business requires 
and is entitled to just one condition—an equitable competitive position, 
taxwise and otherwise. 

The integrated company, involved as it is in the producing, process- 
ing, transporting and marketing of petroleum products, is in a posi- 
tion to offset temporarily unprofitable operations in one department 
with income from another and at the same time secure maximum tax 
advantages. 

The nonintegrated business, on the other hand, has no opportunity 
to shift its tax burden and little chance to retain earnings in sufficient 
amounts to keep pace with the modernization and expansion necessary 
to meet competition. 

Through personal experience I can tell you that it is difficult to 
secure adequate modernization capital through regular channels, 
including Government agencies. It should also be recognized that 
small business cannot be defined by size and that particularly for 
nonintegrated small refiners, maximum Government loans of $250,000 
fall far short of requirements. [I lay the difficulty in obtaining finance- 
ing to the vulnerability of small business and this vulnerability can be 
traced to the unfavorable competitive position of small business in 
the matter of taxes and other economic considerations. 

The nonintegrated refiner suffers from the lack of control of a sup- 
ply of crude oil, and he does not have access to this basic raw material 
at an equitable, competitive price. Similarly, in marketing finished 

roducts, he is at a disadvantage in relation to the big business—the 
integrated refiner. 

The price to be paid for crude oil is set by the large integrated 
companies, and the price received for finished products is not based 
solely on cost, but on the abundance of supply and on published 
industry wide prices, usually in a publication known as Platt’s Oilgram. 
Many of the large integrated companies, as you are aware, reduce their 
costs by importing lower cost crude oil from foreign countries. (See 
statement on crude prices appended hereto. ) 

The nonintegrated refiner’s costs are the posted crude oil prices, the 
fixed transportation charges and the other middleman’s charges, 
whereas the integrated refiner’s costs are much lower. As a result, 
the large integrated company is in a position to take away any market 
supplied by a small refiner by the simple expedient of selling in such 
a market at a price which allows the big company a profit but which 
is below the break-even price of the nonintegrated refiner. 
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This is not a hypothetical case. Records will confirm that the 


profit per barrel of crude oil refined by an integrated refiner is much 


reater than the profit, if any, realized by the nonintegrated refiner. 

Under these conditions, it is possible for the nonintegrated com- 
pany barely to break even, while a competing integrated refiner with 
the larger profit per barrel refined can pay up to 52 percent of net 
earnings in Federal income taxes and still retain sufficient funds for 
improvements or expansion. As an example of big business tax ad- 
vantages, let’s discuss recycling plants. These installations are 
located in or near supplies of natural gas. The gas is run through 
the recycling plant, where the valuable liquids are removed and the 
gas is then returned to the ground to act as the vehicle for bringing 
more liquid hydrocarbons to the surface. By its very nature, the 
recycling plant is usually operated by a large, integrated company. 

Operators of recycling plants are entitled to charge all costs and 
profits to producing operations, bringing them under the benefits of 
the 2714, percent depletion allowance tax feature. However, many 
of these recycling plants do not stop with the mere extraction of 
liquid hydrocarbons. They also refine the recovered liquids to 
finished petroleum products in the same manner as a regular refinery. 
In other words, their refining profits from the recycling operation 
are subject to lower taxes because of the depletion allowance provi- 
sions of the tax law. 

The finished products of the recycling plant, particularly gasoline, 
kerosene, and diesel or heating oils, influence the published price 
quotations, in addition to having a more direct effect on markets near 
the plant. 

There is considerable criticism of excessive inventories of finished 
petroleum products; there are even recommendations for curtail- 
ment of refinery runs. And yet the production of gasoline by re- 
cycling plants is apparently conse: I suggest that greater 
profits, particularly through tax benefits may be influencing maxi- 
mum recycling plant operations. 

If you will accept the foregoing statements, then the conclusions, 
to me, are obvious., 

First, the small company needs improved avenues of financing im- 
provements and enlargements. This could be accomplished through 
an optional tax feature for small businesses, which would permit 
faster depreciation schedules than are now in effect. Such schedules 
would lower the amount of tax paid and therefore free additional 
capital for plant improvements. 

Tn making this statement, I take issue with the Texas Mid-Conti- 
nent Oil & Gas Association, which was quoted in the October 13, 1957, 
issue of the Houston Post as follows: 


The decrease in the number of operating refineries is geared to the highly 
competitve nature of the refining industry and the Nation’s demand for new 
and improved refined products. The constant modernization of refinery proc- 
esses takes a toll of uneconomic operations. 

Let us place the blame where it belongs and say that the tax ad- 
vantage and other economic advantages of the larger, integrated re- 
fineries are taking their toll of the smaller, nonintergrated operations 
which are unable to earn and retain sufficient funds to provide neces- 
sary modernization and are unable to secure adequate funds from 
private or Government lending agencies for such purposes. 
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Once equitable competition is restored, the small, nonintegrated re- 
finer can compete in supplying the Nation’s demand for new and im- 
proved refined products. 

Tax relief may not be the entire answer but can very well be an 
important factor. 

My second conclusion is that an incentive is needed to discourage 
the trend toward integration and away from small-business operations 
in the petroleum industry. To restore equitable competition, I would 
suggest an initial exemption of 30 percent of earnings after deprecia- 
tion and before imposition of a surtax, for nonintegrated companies 
only. 

In passing, let me go on record as concurring in the suggestion that 
estate taxes be payable in installments over a period of years. Pay- 
ment of estate taxes in a lump sum often makes it necessary for the 
family of a small-business man, upon his death, to sell the business 
which he worked so hard to build up. 

Finally, I would like to comment on overproduction and its effect on 
the small refiner. In general, maximum production from a given 
source means maximum profits, providing there is a market for the 
full production. 

Conversely, overproduction and particularly its effect on prices is 
dangerous. QOur 1929 depression can very well be blamed on the 
blind following of maximum production of goods and services with- 
out consideration for market demand. 

At present, it is a matter of record that we do not have a market 
demand for petroleum products at prices equal to or above the pres- 
ent cost of production. While all refiners are affected in such a sit- 
uation, the small-business man is the hardest hit because his unit 
costs are higher than those of the integrated refiner. 

Competition and stability were restored to the producing segment 
of the petroleum industry with enactment of conservation and mar- 
ket-demand laws. 

Because they effectively increased the cost of crude oil, however, 
these laws placed the nonintegrated producer and refiner in an un- 
favorable competitive position with unrestricted foreign production, 
which has no equalizing tariff. 

I might just digress a minute on that, that the enactment of such 
a law, restricting production which by law influenced the cost to the 
independent producer, made it impossible to compete with foreign or 
any other unrestricted production; in other words, the freedom to 
compete on an equitable competitive basis has been denied the oil 
industry, the domestic oil industry, by law. In other words, if that 
is what we mean by free enterprise, free enterprise is illegal, and, 
further, with the competition against low-cost labor, particularly on 
foreign imports, it is again illegal and impossible under the laws of 
this country for industry to lower the wages; in other words, the free- 
dom to compete on a competitive equitable basis. 

To restore competition and stability to refining, I have previously 
proposed and circulated among Members of Congress the outline of a 
proposed incentive to encourage building of emergency reserve refin- 
ing capacity, with a tax feature to encourage the limiting of production 
to market demand. 
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Because my allotted time does not permit me to discuss this pro- 
posal in full, I am taking the liberty of submitting a memorandum 
on this subject along with a transcript of my remarks. 

Again I want to thank you for allowing me to testify. I only hope 
that my remarks will, in some measure, help you to formulate legisla- 
tion which will assist the smaller business man in borrowing for im- 
provements, in realizing the income necessary to finance these im- 
provements and in meeting the unfavorable competitive situation 
which overproduction has aggravated. 

Senator SparKMAN. Thank you, Mr. Hovey. 

Mr. Hovey. If I can impose just a couple more minutes, I would like 
to elaborate a little bit more on the import of foreign crude and 
petroleum products, in that the impact of such low-cost imports is 
not felt for a long time; in other words, as long as those imports are 
coming in without taking away the markets from other small busi- 
ness, and I am terming small business, then, as small nonintegrated 
producers and refiners, as long as their markets are not being taken 
away from them, regardless of the fantastic profits on that low-cost 
foreign crude, the impact is not felt, but once it gets to where it is 
today, to where the determination and the incentive to secure that 
maximum profit encourages the international operating companies to 
expand their markets, there is just one place for them to get that mar- 
ket and that is from the small-business man, and he is in no position to 
stop him. 

Senator Yarsoroueu. Mr. Hovey, I want to congratulate you on this 
very fine statement on this problem of the nonintegrated producer or 
refiner in Texas. 

Thank you very much, Mr. Hovey, and the additional material that 
you have submitted will be made a part of the record. We are grate- 
ful to you for carrying it out in that detail. It has been a very fine 
and helpful statement. 

(The material above referred to is as follows: ) 


Exurpeit 7 (A) 


OUTLINE OF A SUGGESTED PROGRAM DESIGNED TO FURTHER THE NATION’S DEFENSE 
EFFORT AND PROVIDE FOR A STABILIZED ECONOMY 


By D. W. Hovey, President of Danaho Refining Co., Houston, Tex. 


During these uncertain times when the security and defense of our Nation 
must be among our primary objectives, it is necessary to take stock of conditions 
on the industrial front, find and correct weaknesses in our industrial armor, and 
at the same time keep the Nation on an even peacetime economic keel. 

As one who has worked in various segments of the oil business for over 40 
years, I am naturally concerned about conditions affecting the petroleum industry 
during these times of global stress. 

First of all, it should be emphasized that the oil industry is not really concen- 
trated in any one section of the United States as some people may believe. True, 
some States produce vastly more oil than others, but every State has a direct 
stake in the petroleum industry through such activities as refining, transportation, 
distribution and marketing—right down to retail sales at the filling station 
pump. 

With your permission, I would like to offer an outline of suggestions which I 
Sincerely believe to be in the best interests of national defense through the 
strengthening of the petroleum industry as well as all manufacturing essential 
to the defense effort. 

1. Strengthening all segments of the Nation’s vital petrolewm industry.—Too 
much emphasis is placed upon adequate crude-oil reserves to the detriment of 
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other phases of the industry. Since a bottleneck in any segment of the oil 
industry would very likely be fatal in time of an all-out war, it is equally impor. 
tant to build reserves in transportation and refining facilities if a national emer. 
gency calls for stepped-up demand for petroleum products. 

Proven oil and gas reserves held in the ground and available for immediate 
use in case of emergency are highly essential, but enormous oil reserves are 
almost useless unless they can be matched by similar reserves of transportation 
and refining capacity to meet accelerated military and civilian demands. 

2. All excess manufacturing capacity, including oil refining capacity, should 
be held for emergency use only.—It should be apparent to leaders of all industries 
that when goods are manufactured in excess of market demand, trouble is not 
far off. It is ridiculous for a shoe manufacturer, for example, to make a million 
pairs of shoes when the demand for his product is only half that amount. Just 
because we have tremendous manufacturing and oil-refining capacity is no reason 
to keep it going at full steam when the market demand requires less than full- 
scale production. Since another all-out war may require undreamed of manu- 
facturing capacity, it is certainly wise and prudent to have standby manufac- 
turing facilities for use during possible emergencies. 

3. National defense requires an incentive for creation of reserve manufactur- 
ing capacity for emergency use.—During the First World War, an incentive was 
required to encourage development of mineral resources and, as a result, the 
depletion allowance was adopted to stimulate discovery of new reserves of petro- 
leum and other minerals. Outstanding results accomplished through the deple- 
tion allowance proved that it was a necessary step from a national-defense 
standpoint. 

We have reached the point in our present defense efforts where it becomes 
necessary to extend this incentive principle to all industries which are vital to 
defense. In order to provide the incentive for such industries to build reserve 
manufacturing capacity for emergency use, I would suggest certain tax exemp- 
tions which would apply only to that percentage of production capacity held in 
reserve. According to this plan, these incentive tax concessions would be can- 
celed when plants are operated at 100 percent of their capacity or in excess of 
market demand. 

Adoption of a workable incentive program for all essential industries would not 
only help forge a stronger national-defense program, but would add vigor to the 
Nation’s economy through increased construction and employment. This in- 
centive program for all industry would tend to stabilize business and greatly 
minimize “boom or bust” fluctuations in the Nation’s economy. 

Instead of losing revenue through tax concessions, the Government would actu- 
ally realize greater revenue because of the stabilizing influence of such an 
incentive program. 

4. Statistical data compiled by various governmental agencies would assist in 
the practical application of the tax exemption incentive program.—Through 
various governmental agencies, statistical data is constantly compiled to deter- 
mine some sort of estimate of the current demand for all essential products as 
well as production capacity. In the case of the oil industry, this information, 
which is compiled by the Bureau of Mines, is used each month by the Railroad 
Commission of Texas as a guide in arriving at aliowables for the production of 
crude petroleum within the limits of market demand and with no physical waste, 
The demand for petroleum in the ground is based on the market demand for prod- 
ucts manufactured from crude petroleum hydrocarbons, either liquid or gas. 
In addition to data determining the maximum efficient rate of production for all 
wells in Texas, the railroad commission has a record of all refining operations. 
In brief, the Railroad Commission of Texas, as well as agencies of the Federal 
Government, now have the rated capacity of the oil industry for the production 
of crude petroleum hydrocarbons and the manufacture of finished products. 

The practical application of the tax incentive principle for each essential in- 
dustry would simply mean that authorized agencies of the Federal Government 
would periodically issue statements of estimated market demand for the essential 
materials, as well as the percentage the market demand estimate would be of 
the total productive capacity of that industry. It would then be entirely optional 
for individual units of any essential industry to confine their operations within 
the limits of that estimated market demand. Compliance with such recom- 
mended operation would automatically permit a tax exemption on profits, if any, 
up to, but not exceeding, the percent of total capacity which was curtailed. 
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Such a program, operating on a voluntary basis, would not be— 
1. Governmental interference or control. 
2. Payment of a subsidy. 
3. Price fixing. 
4. Allocation of markets. 

But such a program would be—without cost to the Government— 

1. An incentive to provide needed reserve capacities in all essential 
industries. 

2. An incentive, without compulsion, for commonsense stabilization of all 
essential industries. 

The benefit of a stabilized program, based on market demand, is well illus- 
trated by the operation of the producing segment of the oil industry under the 
present conservation and market demand statutes which serve to prolong the 
life of oilfields and prevent waste of one of our most valuable natural resources. 

5. Imports of foreign crude oil or refined products should supplement rather 
than supplant domestic supplies—We are an importing nation, as far as 
petroleum is concerned, because our domestic demand for petroleum products 
exceeds the amount of crude-petroleum hydrocarbons we can produce within 
our own borders, and, when all segments of our petroleum industry are on 
the same solid foundation as the producing segment, it will be impossible to 
affect our economy adversely except through imports of crude or finished 
products which supplant rather than supplement domestic supply. 

If foreign petroleum, imported as part of an economic aid program dictated 
by our Nation’s foreign policy, supplants domestic supplies, then our economy 
should be protected through proportionately higher prices for such crude and 
finished products to compensate for curtailed operations at home. Stockpiling 
of petroleum for emergency use would be equivalent to supplementing domestic 
supplies rather than supplanting them. 

In summing these points, all segments of our vital petroleum industry, de- 
scribed very aptly as the arsenal of our No. 1 munition, must be strengthened 
to meet possible demands during time of national emergency. Coupled with 
this is the creation of reserve manufacturing capacity through an incentive 
tax program, and the utilization of reserve manufacturing capacity only when 
defense or wartime requirements demand it. Lastly, imports of foreign oil 
should never be permitted to disrupt our domestic economy, but should supple- 
ment rather than supplant domestic supplies. 

Operating in a free economy, in the American way which has made our 
industrial might the admiration of our allies and the envy of our enemies, 
no problem is too difficult to solve in this period of readjustment and uncer- 
tainty. 

Through mutual understanding among those in industry, business, and Gov- 
ernment and an enlightened public, we shall forge our Nation’s lasting security. 


Exursit 7 (B) 


Roveu Drart or A Proposed Brit To PROMOTE STABILITY IN THE PETROLEUM 
INDUSTRY AND FURTHER THE NATION’S DEFENSE EFFORT 


(Norr.—The attached is a rough draft of a proposed bill, drawn to serve as an 
outline only. It is not presented as a finished draft, but merely to provide a 
basis for consideration and discussion.) 


AN ACT To promote stability in our petroleum industry and to further the Nation’s de- 
fense effort through an incentive to provide and maintain efficient refining facilities, in 
excess of normal market demand, to be held for emergency use only 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled: That, in order to provide necessary reserve 
manufacturing facilities for production of adequate petroleum products essen- 
tial to our national defense, all excess refining capacity should be held for emer- 
gency use only. It is, therefore, declared necessary to provide suitable incentive 
for the refining segment of our petroleum industry, in cooperation with our Fed- 
eral Government, to develop and maintain efficient refining facilities to meet es- 
timated emergency demand and to keep and maintain such excess capacity for 
emergency use, operating only such percentage of total rated capacity in normal 
times as is required to meet estimated normal market demand as determined 
by an authorized agency of the Federal Government. 











1336 TAX PROBLEMS OF SMALL BUSINESS 


Section 1.—A tax exemption on any profits from refining of crude petroleum 
hydrocarbons will be granted any refiner whose operations are less than 100 
per centum of rated capacity. This allowance shall be the percentage difference 
between the 100 per centum rated capacity and the actual percent of capacity op- 
erated each month: Provided, however, This allowance shall at no time exceed 
the percentage difference between the rated capacity and estimated percent of 
rated capacity required to meet normal market demand as determined by an 
authorized agency of the Federal Government. 

Sec. 2. Refiner of petroleum hydrocarbons means any natural person, com- 
pany, partnership or corporation actually operating equipment designed for the 
purpose of processing petroleum hydrocarbons to produce finished or refined pe 
troleum products for sale in an open market. 

Sec. 3. To qualify for any benefits of this Act, any refiner of petroleum hydro- 
carbons desiring such benefit must register with an authorized agency of the 
Federal Government description and location of his manufacturing equipment 
and estimated capacity which information or request for registration will be 
reviewed by a qualified and authorized agency of the Federal Government as to 
efficiency and accuracy of estimated capacity with then a final rated capacity 
registered and approved by such authorized agency of the Federal Government, 

Sec. 4. As one of the objectives of this Act is to discourage accumulation 
of excessive surpluses in normal times of finished petroleum products, the rated 
capacity of any refiner as finally approved by an agency of the Federal Govern- 
ment will be on the basis of ability to efficiently produce total number barrels 
per day of marketable petroleum products through various refining processes 
including the blending of refined, partially refined, or unrefined petroleum 
hydrocarbons or chemicals. 

Sec. 5. A certificate of necessity for any new refining equipment will be is- 
sued by an authorized agency of the Federal Government and upon completion 
of such new facilities, this additional capacity will be registered and approved 
in the same manner as outlined in section 3. 

Sec. 6. The authorized agency or agencies for determing final rated capaci- 
ties shall be the Oil and Gas Division or any other agency or agencies as may 
be designated by the Secretary of the Interior with then the final registration as 
approved and recommended by an agency of the Department of the Interior for- 
warded to Office of Defense Mobilization. 

Sec. 7. Any State having duly authorized agencies (such as the Railroad 
Commission of Texas) for regulation of and compiling statistical information 
as to actual operations of any segment of the petroleum industry may be dele- 
gated, by any authorized agency of the Federal Government designated in this 
Act to compile and certify information required under this Act covering refining 
operations within such respective States. 

Sec. 8. In determining the total market demand for the various finished 
petroleum products, the Bureau of Mines and the Oil and Gas Division of the 
Department of the Interior or any other at any time designated by the Secretary 
of the Interior are hereby authorized to compile necessary information and to 
determine monthly an estimate of total market demand for finished petroleum 
products and to certify such demand to all interested agencies of the Federal 
Government such as Treasury Department Office of Defense Mobilization, any 
State agencies, and all registered refiners. 

Sec. 9. The Department of the Interior as administrative agency of this Act 
shall provide a method of appeal for any refiner not satisfied with the rated 
eapacity established and wherever possible an opportunity should be given for a 
hearing before an authorized State agency. 

Sec. 10. Any refiner qualifying for benefits of this Act must furnish monthly 
operating reports as required by State and Federal agencies. 


Exureit 7 (C) 
[Reprint of an article from the Houston Post, February 1, 1954] 
NEW PLAN FoR OIL STABILIZATION 


A novel plan, aimed at stabilizing the oil industry and building up reserves of 
manufacturing capacity as well as crude production for national defense, is 
proposed by D. W. Hovey, of Houston, president of the Danaho Refining Co. and 
a veteran of 40 years in the industry. Mr. Hovey has sent copies of his proposal 
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to, the President and his Cabinet, to Members of Congress, governors, industrial- 
ists, and others. He says the response has been encouraging. 

In principle, though, Mr. Hovey declares, not in fact, his program is a form of 
subsidy to manufacturers of oil products. As, for instance, the Government 
supplements the price of cotton to farmers for curtailing crop production, under 
this plan the Government would exempt from certain taxes manufacturers who 
produced less than their capacity. The exemption would apply only to the 
difference between the plant’s actual output and its capacity, with regard to 
current market demand as determined by the Government. 

Such tax exemption, Mr. Hovey says, would act as an incentive to industries to 
build reserve manufacturing capacity for emergency use, and would tend to 
stabilize business and decrease “boom and bust” fluctuations in the Nation’s 
economy. 

He points out that the market-demand proration system operating in the pro- 
ducing States conserves crude petroleum but that a lack of refining capacity to 
process the crude in event of a major war would create a bottleneck which might 
be fatal. As he says, another war might call for undreamed-of manufacturing 
capacity, and that more quickly than ever before. 

The oilman’s program presents questions whose answers require a knowledge 
of the petroleum industry and a thorough study of all factors involved. We do 
not know whether it is feasible or desirable, but it is a new idea, conceived and 
developed by one who knows the industry from center to circumference, and who 
believes it would be good for the country. Original ideas are the rarest products 
of the human mind. So it may be worthwhile for others in the industry and gov- 
ernmental officials and Congressmen to consider the proposal outlined by Mr. 
Hovey, and see what they think of it. 


Exnuisit 7 (D) 


[Reprint from the Oil Daily, of Tuesday, March 80, 1954] 


ANSWERS QUESTIONS ON PLAN To GRANT TAx RELIEF FOR REFINERY PROJECTS 
Wirn OvuTputT—MARKET TIE 


By D. W. Hovey, President, Danaho Refining Co. 


The producing segment of our petroleum industry has enjoyed an enviable 
degree of stabilization as a result of conservation and market demand legisla- 
tion prohibiting production in excess of market demand or in other words pro- 
hibiting by law violation of the natural law of supply and demand. 

There is no denying the fact that production of anything within limits of 
market demand will influence more than any other factor—stability—and profits. 

There is no denying the fact that production within limits of market demand 
has been long recognized as most profitable and therefore is an incentive— 
from profit standpoint—to so operate. 

There is no denying the fact that the refining segment of our oil industry has 
been for some time—and not for the first time—producing finished products in 
excess of market demand to the point where crude prices—even with support 
of market demand statutes—are now threatened. 

From past and present records a rather obvious conclusion is that compulsion 
or incentive not now in existence is necessary if market demand operations 
are to be attained. 

Aggravating the inclination to refine products in excess of market demand is 
the necessity—as a vital part of national defense—to provide reserve refining 
capacity which is now partially provided and apparently not being held for 
emergency use only. 

The comments received to date on my proposal to grant tax concessions to 
those refiners and manufacturers of essential products who build reserve plant 
capacity and confine their operations within the limits of estimated market 
demand indicate opposition primarily from misunderstanding and fear of Gov- 
ernment controls. I would like, therefore, to answer a few typical questions: 

Q. How will this improve or produce stability of the refining segment without 
cost to our Government? 

A. Recognizing necessity for reserve capacity this must be provided by priv- 
ate industry—or as during World War II by Government financing and owner- 
ship. It is certainly not fair or equitable to ask private industry to build and 
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maintain this most necessary capacity without compensation. Using present 
conditions as a perfect illustration, the reduction in product prices—profits— 
at the refinery level due to production in excess of market demand is not only 
serious to the refiner but a serious loss of tax revenue to the Government. A 
tax concession which in turn would encourage stability and market demand 
operation could very well return to the Government a tax revenue otherwise 
nonexistent. Regardless of the degree of stability secured, if this simple prin- 
ciple produces any part of compensation necessary to provide reserve capacities 
this would be at no cost to the Government. 

Q. Would this not encourage building of unnecessary capacity and encourage 
monopoly? 

A. Excess capacity is possible in any industry from poor business judgment 
and would not represent national needs. As far as the oil refining industry is 
concerned it is a proper function of the Federal Government to ascertain re- 
quirements for adequate national defense, which has been done, and through 
PAD the industry has been advised and requested to furnish such capacity with 
certificate of necessity being granted each separate project. The estimated 
capacity required by January 1, 1956, has not yet been underwritten by industry. 
Under the present system of necessity certificates this could well be used to 
qualify any and all units for participation in tax exemptions. There is cer- 
tainly no encouragement toward monopoly under this proposal. In fact, with 
consideration to vulnerability to attack and transportation requirements to 
military supply areas, it could well prove just the opposite. Payment of sub- 
Sidies would encourage building of unnecessary capacities. This is not a subsidy 
and any benefits derived would be in direct proportion to efficiency of manage- 
ment. Subsidies encourage inefficiency; tax exemption incentive does just the 
opposite and does not guarantee profits or markets. 

Q. Would this not invite Government control? 

A. Realizing that the entire petroleum industry is probably the most vital 
to our national defense, we have a concrete example in the producing segment 
as to Government steps taken to provide adequate supply. We have market 
demand laws and a depletion allowance which have been most effective and 
most certainly should not be disturbed. In my opinion this tax-exemption 
allowance to encourage market-demand operation of the refining industry will 
do—by this very simple means—for the refiners what the depletion allowance 
and market-demand law have done for the producer and by so doing will defi- 
nitely remove any excuse for Government control. Under properly drawn and 
enacted legislation any Government-authorized agency would in effect act as a 
referee and statistician. All information, except defense estimates of require- 
ments, would come from the industry and any inequities could and should be 
corrected through open hearings at State levels in much the same manner as 
producers’ problems are heard before the Railroad Commission of Texas. In 
other words, the plan would be practically operated by the refining industry. 
Failure of the industry to provide facilities essential for national defense will 
not only invite but compel Government interference or control. 

Q. Would this not place Government in position to direct operations of, 
refiners? 

A. The incentive proposal as outlined and recommended would give Govern- 
ment no authority to enforce compliance to market-demand estimates and would 
be entirely optional as to extent, if any, of curtailment of operations by any 
refiners. This flexibility is most certainly essential as it is inconceivable to 
me that a rigid rule of fixed percentage of operation could prove equitable or 
practical for all units. 

Q. Is it not too much to expect that economic stabilization and growth could 
be achieved so simply? 

A. The natural law of supply and demand is a simple law and covers much, 
This proposal is by no means a cure-all guaranty of profits or in any way relieves 
responsibility of management to provide modern facilities and efficient opera- 
tions. The degree of stability to be expected in any given industry can best be 
estimated by each separately. The refining industry as a part of the petroleum 
industry, one segment of which is enjoying benefit of market-demand operation 
by compulsion is ideally equipped through association and familiarity with this 
operation to devise and draft recommendations for legislation and to thus serve 
as a pattern for other industries. 

A pertinent question each individual refiner should now ask himself is: “If 
this proposal were now in effect would we today be plagued with distress product 
prices with attendant adverse influences on our national economy on which we 
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depend, and would the refining segment of the oil industry cease to be considered 
a hazardous risk by bankers but instead take its proper place along side the 
producer as a part of a most essential industry and highly desirable from an 
investment standpoint as highly stable?” 


ExuHisit 7 (BE) 


CoMPILATION SHOWING INCREASE IN PosTED Prices of GuiF Coast AREA CRUDE 


Crude oil posted prices for the gulf coast area have increased approximately 
60 cents per barrel since June 15, 1953. 

Platt’s Oilgram quotation for the gulf coast prior to June 15, 1953, shows 
regular grade gasoline, 83 octane, 10.75 cents per gallon; premium grade gaso- 
line, 93 octane, 12.25 cents per gallon. 

Platt’s Oilgram quotation for the gulf coast, November 5, 1957, shows regular 
grade gasoline, 83 octane, 9.875 cents per gallon; premium grade gasoline, 93 
octane, 11.25 cents per gallon. 

The tank wagon price shown in Platt’s Oil Price Hand Book for the Humble 
Oil & Refining Co. and the Texas Co. prior to June 23, 1953, for regular grade 
gasoline, San Antonio, Tex., was 14 cents per gallon. 

The tank wagon price per Platt’s Oilgram for November 5, 1957, for Humble 
Oil & Refining Co. shows regular grade gasoline, San Antonio, Tex., was 16.4 cents 
per gallon. 

For the Texas Co., November 5, 1957, regular grade gasoline was 16.5 cents 

r gallon. 

* iatural gasoline price, f. 0. b. Breckenridge, prior to January 15, 1953, was 
5 cents per gallon. Natural gasoline on August 7, 1957, was 3.5 cents per gallon. 
Senator SparkMANn. Our next witness is Mr. Herman Waldman, 


Dallas City Packing Co. 


STATEMENT OF HERMAN WALDMAN, PARTNER, DALLAS CITY 
PACKING CO., AND PRESIDENT, TEXAS INDEPENDENT MEAT 
PACKERS ASSOCIATION, DALLAS, TEX, 


Mr. WatpMan. I speak not only for the Dallas City Packing Co., 
of which I am a partner. I also happen to be president of the Texas 
Independent Meat Packers Association which consists of approxi- 
mately 105 meatpackers operating in Texas and we are all small- 
business people. 

I would like to speak particularly to the memorandum for witnesses 
which was prepared so that we can get to the points that you gentle- 
men are investigating.’ 

On item 1 on the estate taxes, I think it is obvious that since es- 
tates are accumulated over a period of years, by that token, the taxes 
on estates should be drawn out over a reasonable period of time, be- 
cause, particularly in small-business estates they are not in liquid 
sums so that many times in liquidating an estate to pay the taxes, it 
becomes very unorderly and a great sacrifice to all concerned. 

On item 2, I think that it would be well if we consider the fact 
that corporations are supposed to be businesses acting as people; in 
other words, they are given a body. Then, it would seem to me to 
be within the law and would be obvious that any body, whether it 
be a corporate body or a person or a partnership body, should be per- 
mitted to be taxed and regulated aniier the same conditions. It also 
seems that once you go over $25,000, you immediately go into the 30 


2 See appendix 1, p. 1554, memorandum for witnesses. 
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reent surtax. Certainly a small business that, say, has made 
10,000 is put in a poorer position when he has to pay an additional 
30 percent on his additional 10 than the large corporation that has 
much more funds available to pay out current taxes. 

I think that item 3 on used property—lI think that any used prop- 
erty that is newly acquired should be permitted to be depreciated on 
the same schedule as any other property providing it 1s newly ac- 
quired property. 

On item 4, I think again that as applied in the other ones, that an 
proprietor should be able to have the same advantages as the presi- 
dent of a small closely held corporation which in effect is the same 
thing. We also believe that graduated corporate tax rates are fair 
and equitable, again on the same premise that corporate bodies should 
be treated the same, particularly as applied to small companies. 

On item 6, to me as a businessman, that seems obviously an item 
that couldn’t very well be done because if you were to compare a 
standard deduction for small businesses, if you were to compare, say, 
a small advertising agency to a, well, a small refinery, you couldn’t 
allow a standard deduction there. An advertising agency would be 
to a great advantage if he would take a standard deduction as against 
a small refinery that has many more things to do, so, obviously I 
think that would be administratively impossible to handle. 

On item 7, I have often wondered why land can never be charged 
off. I know in the case of many plants that expand, particularly in 
small business, where they have got a neighbor who has an acre or a 
small plot near him, that land for business purposes suddenly becomes 
much more valuable than the same plot of land not a block away. 
Since the land immediately becomes of additional value, when a man 
has to buy it to make his business grow or to help his business grow, 
why not permit certain parts of the value of land to be depreciated 
just like as if he had built a new building or bought a new piece of 
equipment, because that land, it is obviously a business expense, and 
an additional business item, when he has to buy business property, 
particularly adjacent to his current plant. I think some considera- 
tion should be given to that. 

On item 8, increased exemption of corporate income subject to sur- 
tax, I think it would be better if that would be handled by a gradu- 
ated setup. 

That is primarily what we had to say in regard to the points cov- 
ered in this memorandum. 

I think there is one other little item we might throw in, that the 
American people are very lax about voting, and we are talking now 
about perhaps helping everyone and small people. I wonder if any 
of the Senators have ever considered allowing a small, yet a reason- 
able, tax deduction for a person who files with his tax return a vali- 
dated voting receipt? You take a $50 deduction or $100 deduction, 
where a man would attach a registration receipt showing he had voted 
would certainly give us a more democratic vote, a much higher per- 
centage of vote. I think we probably vote 25 to 30 percent even in 
big elections of our eligible voters, but if you give them an extra $50 
deduction off their income tax, it wouldn’t cost a lot of tax money, but 
it would certainly give us a much more democratic expression of our 
voting public. 


sic 


TAX PROBLEMS OF SMALL BUSINESS 1341 


Mr. Sruurs. I wonder if Mr. Waldman means democratic with a 
small “d” or a big “D” ? 

Senator YarsoroucuH. What do you think of these democratic coun- 
tries, I mean as democratic as we are, like Switzerland and Poland, 
where they charge a fine if you don’t vote? 

Mr. Watpman. In New Zealand I understand they are fined. They 
get 95 percent. Why beat people on the head? I think the American 
way is to help people —e : 

Senator Yarsoroven. Don’t you think they ought to have that in- 
terest in voting without being bribed into it ? 

Mr. Waupman. I don’t consider it a bribe. Whose money are we 
using? The Government is us. The Government is the Government 
of the people. 

Senator YarsoroucH. You understand I am a living example of 
one who has lost by the fact that people wouldn’t vote. We had a 
hard race in 1954 for Governor and 14 percent voted for one of the 
candidates and 13 percent voted for the other, and 73 percent of the 
adult people of Texas did not vote at all. 

Mr. Waupman. I believe if we could get the American people to 
voting 80 or 90 percent, it is just a little item. It is something differ- 
ent as far as small taxes, but small business or big business or any 
other kind of people are going to be helped if we can get a better 
expression of what the people feel on issues. 

Dies SparKMAN. Any further questions? Thank you very 
much, Mr. Waldman, for your very interesting and helpful discus- 
sion. You handed a memorandum to us. I presume you would like 
that to go into the record, too. 

Mr. WatpMan. Please. 

(The matter referred to is as follows:) 


PREPARED STATEMENT OF TEXAS INDEPENDENT MEAT PACKERS ASSOCIATION, BY 
HERMAN WALDMAN, PRESIDENT, DALLAS, TEx. 


On behalf of our association (105 Texas independent meatpackers) and myself, 
as president of the association, and also as a small independent meatpacker 
(Dallas City Packing Co., Dallas, Tex.), employing less than 150 people, we 
welcome this opportunity of discussing the many problems that beset small 
business today. We earnestly solicit your cooperation in helping small business 
to regain, or at least maintain, its all-important position in the economy of our 
country. 

We suggest for your consideration: 

1. Federal income tax relief. 

2. Legislation to have our Government develop or provide small business 
with risk or equity capital loans or long-term loans. 

Tax relief: Reduce the rate from 30 percent to 20 percent on the first $25,000 
profit and the other rate proportionately. 

Allow deduction up to $150,000 per year for plant expansion. 

Spread estate taxes over 10 years. 

Permit partnerships to elect to be taxed as corporations or vice versa. 

Permit taxpayers to use alternative methods of depreciation provided by 
section 167 of the 1954 Revenue Code for used property. 

Permit proprietors of unincorporated businesses to be treated as employees 
under qualified-pension, profit-sharing, stock-bonus and group-insurance plans. 

By eliminating these and all other inequities that are now stifling the capital 
growth of small enterprises. 

Financial assistance: With but very few exceptions, percentagewise, small 
businesses have no means of raising equity capital or, generally speaking, even 
of achieving long-term loans—probably due to a combination of private sources 
cutting down on this service to small business, due to the relatively greater finan- 
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cial weakness of small business contrasted with big business, and also due to the 
inability of small business to pay the existing high interest rates. 

With inflation and the deflated dollar today, the cost of remodeling or re- 
building or the cost of replacing wornout equipment and the substantial amount 
of dollars that are required to carry receivables, particularly with the inflated 
price of food products, it just takes many additional dollars to run a small 
business today contrasted with 20 or 30 years ago. 

We recommend that the Small Business Administration be made a perma- 
nent operating agency, rather than only having a life from year to year. 

We would like to suggest that a greater set-aside on all Government contracts 
be set aside for small business. 

Senator Sparkman. Now, Mr. Clampitt. Following Mr. Clampitt 
will be Mr. P. W. Gifford, president of Dallas Concrete Co. 

Would you come forward, please, Mr. Clampitt. Max Clampitt, 
Clampitt Paper Co., Dallas. 


STATEMENT OF MAX CLAMPITI, CLAMPITT PAPER C0., 
DALLAS, TEX. 


Mr. Ciamptrr. My remarks will be su brief, gentlemen, that I won’t 
even bother to sit down. I didn’t get this material that was sent out. 
That was an oversight I know, so I don’t know the exact detail of 
questions and I may sound a little naive in some of my remarks follow- 
ing these detailed discussions and I would say very understanding 
ways of handling this matter, but mine briefly is this. 

As I conceive it, the small business is the backbone of the economy 
of the United States—it is not big business—by virtue of its numbers, 
and in being that, it represents the largest total of employees whether 
they be presidents or whatever they might be in the organizations. 
The problem that is presented to the small-business man today is 
simply this, that he is forced to work on such a narrow margin, if he 
should meet something that even slightly resembled 1929, which I 
happen to remember very well, I have always wondered what would 
happen, and I know very well in my case, it would be a very difficult 
problem, because here is the situation. Between 102 in which you 
can’t retain any money in the organization, and between the surtax 
of 30 percent in which you end up with 52 percent taxes, you are not 
permitted to hold enough money to carry you even for a very short 
reasonable length of time if you hit adversity. 

I had a beautiful experience of that last June and business was 
comparatively good. Three things happened allin one month. First, 
business went down; second, credits went down; third, the regular 
normal process of my merchandise came in which is ordered, as in 
any company, waiting from 45 to 60 days tocome in. They all hit me 
at the same time, and I woke up one morning to find out that I didn’t 
have the cash to pay my bills. I worked out of that in about 60 days 
with the benefit of the bank and with a lot of skirmishing in inventories, 
and it certainly taught me a lesson. And that’s the point. Even 
though I am a profit-making company and we are doing well, we have 
no complaints about business; we are doing beautifully, but our mar- 
gin of error is so very small that even a mistake on our part, it means 
we are in real trouble, and here is what I bring it to. 

I say this, that if the small-business corporation is the backbone of 
the Nation, as I contend it is, and you know more about that factually 
than I do, but that is what I understand from what I read, that it 
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represents the average revenue to the largest number of citizens in the 
United States, and to tax the individual income, I have no quarrel with 
that, but the most important thing is never to endanger the source of 
that revenue that is going to my hundred-odd employees, and that will 
not be endangered as long as I can pay those salaries and have a suf- 
ficient margin in case of adversity, that I can keep on paying them. 
So I think the thing that should be done is to take an awful good look 
at, 102 which tells you you can’t save any money; you can’t put any 
aside ; you can’t do anything in case you get in trouble. 

And the next thing is the tax taking so much out of the company 
to where you can’t build up a backlog. I have looked at a lot of small 
businesses and our basic problems are all about the same. They are 
small businesses in metropolitan areas from about 100,000 up, and I 
have found that the problems of each do not vary very much in talk- 
ing to them at the national meetings, and you will find the problem 
is a national one. You will find that in 1941 the price of paper was 
10 cents a pound. It has now gone up to 25 cents a pound. So, to 
carry the same inventory requires over twice as much money, and 
so you are faced with a greater need for money in any company, of 
course, but the small company finds itself in pain because I don’t 
think its credit is generally as good as the large corporations. That’s 
one thing. 

The next thing, it needs a margin. I think every business needs a 
margin, but I am speaking for ‘small business today, to be able to 
survive some sort of an event that might happen, and I can’t help 
but go back to the days of 1929 and I can’t help but quote the old 
statement that what goes up, comes down, and I don’t think anybody 
can keep anything on a constant spiral, but I do think the strength 
of this country lies in small corporations, and anything that can be 
done to strengthen small business will be the smartest thing we can 
do. We are still going to have to collect taxes to run the eounke , of 
course. I have no quarrel with that. I am in favor of a 25-percent 
tax on small corporations. I don’t specifically have a recommenda- 
tion to use on 102 except to look at it awfully hard and see if some- 
thing can’t be worked out to permit an accumulation of money, be- 
cause I don’t consider that a sin as so many people seem to be consid- 
ering it today. 

Those are my comments, gentlemen. 

Mr. Srutts. Mr. Clampitt, before you go, could you identify your 
company and its address for the record. 

Mr. Cramritrr. Clampitt Paper Co., 1505 Oak Lawn in Dallas, Tex. 

Senator SparKMAN. Thank you. Tam glad you brought in section 
102 because we have found that it does have a decided psychological 
effect on the small business because they don’t know, they just feel 
that they don’t know what the real effect will be. They are afraid to 
operate under it. 

Mr. Cuamprtrt. I think that is true. I would like to add this. I 
have never had 102 pulled on me. 

Senator Sparkman. And that’s the experience of business generally. 
They stand in fear of it. 

Mr. Cuamprrr. Listen, they can’t do anything. I need every cent 
of that money. I can show you exactly where I need it. I run around 
nervous all the time, but they never exercised it. 











1344 TAX PROBLEMS OF SMALL BUSINESS 


Senator Sparkman. Thank you very much, Mr. Clampitt. 
Mr. P. W. Gifford, president, Dallas Concr ete Co. 


STATEMENT OF P. W. GIFFORD, PRESIDENT, DALLAS CONCRETE 
CO., DALLAS, TEX. 


Mr. Girrorp. I am the president of the Dallas Concrete Co. The 
address is 123 Commerce Street, Dallas. Our company has sold 
ready-mixed concrete in the city of Dallas for 27 years. Our com- 
pany would be considered a small-business establishment, employin 
about 75 people and doing a business of slightly over $2 million. i 
feel that the taxes of all types that are imposed on small business are 
very detrimental, and I would like to concentrate on 2 or 3 of them. 

The first example of taxes that I would like to speak about is the 
3-percent Federal transportation tax. Since 1942, when this tax went 
into effect, we have paid this tax on the freight of all our sand and 
gravel, lightweight aggregate, and cement. During the year 1956 we 
paid over $5,000 tax on the goods that were shipped to us through 
common carriers. This amounts to 21% cents per cubic yard of con- 
crete sold or one-quarter of 1 percent of our net sales. We think this 
is quite high for the type of tax it is, an excise tax. 

I feel that the 3-percent Federal transportation tax should be re- 
pealed because : 

1. It was assessed as a wartime measure designed to discourage pri- 

ate shipments when the country’s transportation facilities were > being 
taxed to the utmost by wartime demands. This condition no longer 
exists, and I feel the Government should show good faith with the 
public by repealing it. 

2. Since 1945 there have been repeated freight-rate increases re- 
quested by the railroads and the truckers to meet their increased cost 
of doing business. This 3-percent tax has a pyramiding effect, and 
the shipper must not only pay the freight-rate increase, which is 
granted by the ICC or the Railroad Commission, but he must pay an 
additional 3 percent of this increase. 

3. This tax contributes to inflation because of the pyramiding of 
the tax on new freight-rate increases that I mentioned in the previous 
paragraph and the “fact that many products are being sold on which 
2, 3, 4, even 8 or 10 different transportation taxes have been paid on 
this 1 product during its processing and its delivery. 

4. This tax has the effect, to a certain degree, of pricing trans- 
portation out of its market. "I base this on the fact that the tax was 
originally assessed as a wartime measure to discourage private ship- 
ments when the country’s transportation facilities were being taxed 
to the utmost by wartime demands. If it had this effect during war- 
time, it certainly has a similar effect now, even though it may be 
small. 

Up to now I have been speaking of the 3-percent Federal trans- 
portation tax. Actually, this tax is merely peanuts in the restriction 
of small business by taxation. The real problem to be faced by not 
only small business, but all private citizens of this country, is the 
progressive income and estate taxes. The matter of double taxation 
of small-business men who own stock in their own corporations to 
me is very bad. This businessman must pay either 30 or 52 percent 
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tax in his corporation on the profits, then on the dividends which the 
corporation pays to him; he must pay the regular progressive indi- 
vidual income tax. 

There is some alleviation of this in the present laws but more relief 
is needed. Through the use of progressive income and estate taxa- 
tion, the Federal Government is following the course prescribed by 
Karl Marx in his Communist Manifesto, which was designed to de- 
stroy the capitalistic free enterprise system with its right of private 
ownership, and to substitute socialism. If you really want to help 
small business and the American citizens, you should advocate the 
passage of the Dirksen-Gwinn amendment to the Constitution. This 
amendment limits the degree of income-tax progression without pre- 
scribing the top rate Congress may impose. It reserves to the States, 
where it belongs, the exclusive right to impose estate and gift taxes. 
A fact not generally recognized is that the great bulk of the revenue 
from the individual income tax, which produces one-half of the total 
Federal revenue, comes not from the taxpayers with large incomes, 
but those with small- and medium-sized incomes. For example, 84 
percent of the revenue from this tax is produced by the beginning rate 
of 20 percent. Only about $2 billion or 3 percent of the total Federal 
revenue is produced by rates above 34 percent. The individual in- 
come-tax rates above 50 percent produce about $1 billion or 114 per- 
cent of the total Federal revenue. I feel it is important to restrict the 
money available to the Federal Government for spending. With 
money goes power, and power centralized in Washington is the only 
way in which the Socialists and/or Communists can gain control of 
this country. One other main tenet of socialism is Government own- 
ership of business enterprises. We should make efforts to rid the 
Government of the many businesses that it now operates at a loss. 
Many of the people that advocate the Dirksen-Gwinn amendment 
state that the income of the Government would increase as a result 
of this. That may be true, but many other people think that the 
income would decrease. If there is a decrease, it could be made up by 
eliminating the losses in these Government businesses and in the fol- 
lowing cuts in spending that I would recommend; the elimination of 
foreign aid, implementation of most of the Hoover Commission’s 
recommendations, and greatly limiting the so-called pork-barrel pub- 
lic-works legislation. 

In summary, I feel that my recommendations would be, (1) repeal 
of the 3-percent Federal transportation tax; (2) elimination of double 
taxation on corporate dividends and private income; and (3) pass 
the Dirksen-Gwinn amendment to limit the income and inheritance 
taxes. 

I want to thank you gentlemen for letting me appear before you. 

Senator SparkMANn. Thank you, Mr. Gifford. Any questions? 

Senator Yarsorouen. No questions. 

Senator SparKMAN. Any questions? 

Mr. Ertcxson. No questions. 

Senator Sparkman. I want to ask just one question. Our time is 
about up but you bring in this question of foreign aid. Would you 
eliminate NATO, the Western European defense / 

Mr. Girrorp. Yes, I think so. 
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Senator Sparkman. Would you do away with the airbases ringing 
Russia ? 

Mr. Grrrorp. I think that the policy of collective defense is falla- 
cious in the way in which we use it. We depend too much upon our 
allies and in Korea how much support did we get from our allies? I 
think that’s a good example. 

Senator SparKMAN. Well, would you do away with these airbases 
all over the world that we have got around the periphery of Russia? 

Mr. Girrorp. No, we couldn’t. 

Senator SparKMAN. They are all a part of our foreign-aid program, 
and that’s the thing I think a lot of our people overlook. As a matter 
of fact, nearly all of foreign-aid money we spend is spent in the mil- 
itary field, and it is not economic aid at all, and I am just afraid it is 
so easy to say we should do away with foreign aid. I am just afraid 
a good many people don’t stop to think what they are really talking 
about. ; 

Mr. Girrorp. Well, how much of foreign aid is directly connected 
with these foreign airbases in Morocco and so forth ? 

Senator SparKMAN. I couldn’t separate them from NATO because 
a lot of our foreign aid goes to NATO, but I suppose, I think I 
have seen the figure of 80 to 85 percent of all of our foreign-aid 
money is military. Now, that doesn’t mean that it is all used in sup- 
plying hardware. For instance, you mentioned Korea. Korea has 
21 divisions of Korean troops that we have trained and we do help 
onpport it. 

Mr. Girrorp. I was thinking actually of the Korean war. 

Senator SparKMAN. Yes, I know that, but I don’t believe anybody 
would advocate that we quit supporting Korea with those 21 divisions. 

Mr. Girrorp. No. 

Senator Sparkman. And yet that’s one of our most important 
countries where one of our relatively large amounts goes. 

Mr. Girrorp. I was using the Korean war as an example—— 

Senator SparKMAn. Yes, I know that. 

Mr. Girrorp. Of the fallacy of collective defense; that 95 percent 
of the effort there was done by this country. That’s a guess, 95 
percent. 

Senator Sparkman. Well, I simply wanted to throw that out, that 
we remember that we are dependent on a great many of the countries 
of the world for the maintenance of these airbases that we have. I 
think we have over 250 airbases in foreign countries. 

_Mr. Girrorp. Well, as I remember, the budget is $4 billion for 
foreign aid, which is military and economic both. Is it 

Senator SparKMAN. It is three. 

Mr. Girrorp. Is it about four ? 

Senator Sparkman. I think it is $3,400 million. 

Mr. Grrrorp. I wonder how much of that is directly connected 
with these foreign bases ? 

Senator Sparkman. I can’t tell you about the bases, but I go back 
to the military, that somewhere around 80 to 85 percent is military 
in nature. 

Mr. Girrorp. But our allies, France and England, are constantly 
pulling their troops out of the NATO countries. 
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Senator SparKMAN. Of course, that is one of the problems that is 
going to be taken up in the N ATO conference in the next few days. 
Thank you very much, Mr. Gifford. 

Senator Yarsorouen. Mr. Gifford, on this last page you say you 
are in favor of greatly limiting the so-called pork-barrel public 
works legislation. Do you consider Lakes Texoma one of those or 
Garza Dam or these little dams around Dallas on which your water 
supply is based ? 

Mr Girrorp. Yes, I do, from this standpoint. I think that public 
works of that kind should be paid for locally rather than by the Fed- 
eral Government. Now, here in Dallas we have our levee district, 
which was formed back in 1920 or 1925, and actually the land that is 
being protected by those levees is being taxed to pay for the construc- 
tion at the levees. Now, that to me is the way public works should 
be financed. 

Senator YarsoroueH. That wouldn’t be enough to keep the water 
behind the levees, if you hadn’t had the dams in addition. 

Mr. Girrorp. Well, that’s a good question. Would it or would it 
not? I don’t know. That may be so. 

Senator YarasoroucH. The dams include not merely conservation 
of water which you can sell and get your money back, but it includes 
flood control. Are you saying that only the lands adjacent to the 
levee ought to be taxed to build the dams? Is that your view? 

Mr. Girrorp. Yes, I think perhaps it should be taxed legally. The 
State has gone into appropriation of $200 million of bond money 
available for local public works. 

Senator YaranoroucH. What other types of public works would 
you consider “pork barrel”? This courthouse here? 

Mr. Girrorp. Yes, even though our company has a good chance of 
selling the concrete on that building. I think that the Federal Gov- 
ernment should rent their offices that are needed as we proposed a few 
years ago. Eisenhower proposed that and something happened. 

Senator YarsoroueH. Do you propose we not build any post offices 
or Federal courthouses or anything ? 

Mr. Girrorp. They could all be rented and paid for. 

Senator Yarsoroucn. Don’t you think you would see some “pork 
barrel” on that renting that you had never experienced on building? 
Don’t you really think you would see more “pork barrel” ? 

Mr. Grrrorp. If it is actually handled by free enterprise com- 
petitively, it would handle itself. 

Senator YarsoroucH. You propose that we rid the Government 
of the many businesses that now operate at a loss. Do you count the 
post office as one of those businesses the Government ought to get 
rid of ? 

Mr. Girrorp. Well, I have thought about it. I haven’t come to a 
conclusion there. I think it is something that should be considered. I 
know that prior to a law where the Federal Government made it 
illegal for competition to the Post Office Department, there was com- 
petition, and it operated economically and gave better service than the 
Government did. 

Senator Yarsoroucu. Do you advocate the Government disposing 
of its national forests, its national parks? Do you count those as 
businesses or national recreation ? 
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Mr. Girrorp. The national parks, I don’t know, but I think that 
many of the national forests could be returned to private enterprise, 
because private enterprise, the lumber companies have learned con- 
servation of their timber. 

Senator Yarsoroucu. Do you think they practice it like the Gov- 
ernment does? Doesn’t the Government let private companies cut 
the lumber on the national forests ? 

Mr. Girrorp. That’s right. 

Senator YarsoroueH. And it does it competitively so that more 
little businesses are cutting lumber on national forests than you would 
have companies cutting lumber if they were in private hands. 

Mr. Girrorp. Tamsorry. I didn’t understand. 

Senator Yarsoroveu. I say, under your national program, the 
Government handles it so the little sawmills do buy lumber and get 
to cut lumber. We have more little companies operating on national 
service than you have on comparable-size areas of forests privately 
owned in the same areas, don’t you, actually ? 

Mr. Girrorp. Yes; that’s right. 

Senator YarsoroucH. And isn’t free enterprise stimulated to that 
effect ? 

Mr. Girrorp. Yes, but look at the taxes that are not being collected. 

Senator YarsoroucH. Are you conversant with the fact that, in our 
national forests in east Texas, those counties are receiving back, 
as a part of the tax in part of the managing of the forests each year, 
more money than they are getting from forests that are privately 
owned ? 

Mr. Gurrorp. Yes, but is that being done in all the cases of national 
forests ? 

Senator Yarsorouen. All in Texas. I don’t know about the other 
States. 

Senator Sparkman. I -will say this: that the law is applicable for 
all, the same laws. It is based upon the return from the forests 
themselves. 

Mr. Grrrorp. Well, essentially, gentlemen, my beliefs are that the 
Central Government should be restricted and cut down. I feel that 
we have been influenced, all the people in this country have been 
unduly influenced, by the socialistic ideas of Karl Marx and all of 
his followers; and, generally, they are of two types: one, strong cen- 
tral government; secondly, public ownership of various real estate and 
various property of all types. 

Senator YarBorovueu. Aren’t you conversant with the fact that the 
strongest centralist we have ever had in this country was Alexander 
Hamilton who lived a hundred years before Karl Marx wrote his 
Communist Manifesto, and Alexander Hamilton was the strongest 
enemy of socialism, the strongest this country ever had, but he be- 
lieved in a strong government ? 

Mr. Girrorp. Yes, but that’s what Marx advocates, for socialism 
is public ownership and strong centralized government. 

Senator YarsoroucH. Well, public ownership and strong central- 
ized government are not synonymous, are they ? . 

Mr. Girrorp. They are the two important parts of Marx’ phi- 
losophy. 

Senator YArsoroucH. I have nothing further. 
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Senator Sparkman. All right. Thank you very much, Mr. Gifford. 
We appreciate your contribution. 
Mr. David Heath has said he wanted 2 or 3 minutes. 


STATEMENT OF DAVID HEATH, TAX ATTORNEY, DALLAS, TEX. 


Mr. Heatu. I believe it was 3 or 4 minutes, but I will try to cut it 
short. 

I am David Heath, a tax attorney in Dallas, Tex. Your problem 
that must possess you as you sit at each of these sessions is: What can 
the Congress do for little business without unduly impairing the 
revenues ¢ 

Senator SparKkMAN. Well stated. 

Mr. Hearn. I think that I have got just a small partial answer, 
something that will help and it won’t cost much under section 166 of 
the Internal Revenue Code. If I have a business incorporated and 
I am substantially the sole owner and I lend that business substantial 
sums of money, the business goes broke or is unable to pay me back 
those loans, I cannot charge that off with this exception: that if I have 
a corresponding capital gain for that year, I can charge it off or, if 
I haven’t, I can charge off $1,000 that year, 1 each year thereafter for 
5 more years, a total of $6,000. 

This spring on this very floor of this courthouse I had a case in 
which a man was a beer distributor. It was incorporated. And it 
needed more money, both for operation and capital. He put $156,000 
into it. It went broke. He lost his money and then he wanted to 
charge it off. The answer of the Revenue Service was that you can’t 
charge it off under section 166 except, unless you have had correspond- 
ing capital gains, which he didn’t have, or to the extent of $1,000 this 
year and $1,000 each year following for 5 more years. 

Now, the Government was right in that if there hadn’t been a little 
loophole; namely, that we could show this man had been in the busi- 
ness of financing various businesses so it became a business loss for 
him and he couldn’t charge it off; but if that had been the only busi- 
ness or if he had only one other business, then, we could not have 
shown he was in the business; he would have lost his money and he 
would not have been able to charge it off. 

On this very same floor pending before a referee in bankruptcy 
is a machiner’s case here in Dallas, privately owned corporation which 
has gone broke. Now, the man who loaned it money, he would like 
to charge it off. He was the proprietor of the company. He is up 
against that same thing that he might be limited to a total of $6,000 
spread over a period of 6 years, because he has no corresponding off- 
setting gains. 

This whole economy is built upon a lot of little people taking 
chances. Now, they know they take a chance from their competition 
and from getting the public favor. That they accept. They know 
they have to take the chance that if it does work out, they are going 
to be taxed heavily on income, and it seems very necessary that they 
should also know that if they lose, they can charge it off. Thank you. 

Senator SparKMAN. Thank you, Mr. Heath. I think I can assure 
you that a bill to amend this section has already been introduced in 
Congress. I don’t know what the chances may be of getting it 
through, but we are glad to have you bring up that matter. 
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Mr. Messick. May I ask a question? I was wondering, Mr. Heath, 
if you would be willing to have such a proposal hedged with safe- 
guards to prevent any possible abuse in undercapitalizing ? 

Mr. Hzarn, I think that I have in mind something that came up 
back at the beginning of the war—namely, that some people might 
create artificial losses by lending to their relatives, and that was the 
only reason, so far as I know, that was ever given to support the in- 
terpretation of 166 that we have, was that people in high incvome- 
tax brackets might lend to their relatives and create artificial losses 
and take a handback behind them. Certainly, we didn’t have to have 
that, because, as you know, it is well established that unless you have 
a bona fide business reason for doing something other than business 
reasons for tax purposes, it isn’t valid anyway. I think it could be 
put in actual words, although, there is no principle of tax law more 
established than just tracking the laws unless you have also had a 
business reason other than tax saving. 

Senator Sparkman. Thank you. 

Mrs. Virginia R. Dana, I understand you want just a few minutes. 


STATEMENT OF MRS. VIRGINIA R, DANA, ASSOCIATE, STATEWIDE 
PLAT SERVICE, AUSTIN, TEX. 


Mrs. Dana. I am Mrs. Virginia R. Dana, 105 West 10th Street, 
Austin, Tex. 

The Statewide Plat Service which I own is located in Austin, Tex. 
Our principal business is the copying, by photographic reproduction 
of the records of the Railroad Commission of Texas, the regulatory 
body of the Texas oil and gas industry. We are mainly engaged in 
the copying of the application to drill filed by every operator be- 
fore a gas or oil well is drilled. This application is accompanied 
by a small plat showing the exact location of the well with relation 
to lease and survey lines. Our service is used by oil companies, map 
companies, consulting geologists, royalty owners, and by all who have 
an interest in where wells are being drilled. The plats are specifi- 
cally used in keeping maps properly spotted with each new loca- 
tion as the permit to drill is issued by the railroad commission. Upon 
special orders of our clients, we also copy other records of the rail- 
road commission, such as plugging records, completion reports, and 
production records. 

Our business, which is an unincorporated proprietorship, was or- 

anized 5 years ago with only my husband and myself as employees. 
Since that time, the business has grown until we now have 3 full- 
time employees and 1 part-time employee in addition to my husband, 
who serves as general manager. I think that would give me the privi- 
lege and credit this morning of being the smallest business that is rep- 
resented here today. That there has been a need for such a service 
as ours is shown by the growth of the business in these past 5 years, 
particularly in the first 3 years. A glance at the accompanying 
schedule will show this fact plainly. . 

But the figures there tell only part of the story. I need not tell you 
of the effort that went into building this business, for such a service 
had never been offered before and each step forward was one of 
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pioneering and feeling our way. There was no guide to tell us when, 
why, or how to do anything, from filing tax returns to which taxes 
we had to pay. Only by hirin ntaide advice (which we frankly 
could not afford) were we able to feel our way forward. 

This has not been an easy time to establish a business, even one 
that grew without too much effort and salesmanship on our part. A 
majority of our business has come from recommendation by a client 
to someone else. We have been caught on every side by rising costs, 
both of labor and supplies. Our principal equipment is ieee baeae 
we cannot afford to iy it, and the rental fee on one unit has increased 
100 percent. The essential supplies used in conjunction with this 
equipment have increased in cost as much as 400 percent even though 
this has been offset somewhat by increased efficiency. It is the same 
old story of being caught in the squeeze of rising prices for what you 
buy and the lowering of the purchasing power of your dollar when 
you buy equipment or supplies or pay your labor costs. We did not 
raise our prices materially until the spring of 1957. Thus, you could 
liken our situation to the problem facing a mother with a young and 
growing boy who is outgrowing his clothes: she cannot buy the new 
clothes he needs, but every time she puts a new patch on his pants 
they split out somewhere else. 

This is why I believe with all my heart that some sort of tax relief 
for small business is necessary. 'To be sure, most of us start out with 
too little capital and lots of hope. But our experience proves that 
a business can be built upon hard work and very little capital. Cer- 
tainly we have had no help in the form of tax relief. It is true that 
we paid no tax in the first 2 years of operations and while the total 
amount paid over the past 5 years doesn’t look to be much, when you 
consider that we have paid taxes based on the same rate as a company 
worth many times what ours is and grossing considerably more, there 
would seem to be inequity. We must struggle with the same tax forms 
as a company many times the size of ours, and this burden alone re- 
quires that we have outside help in filling out and filing the forms and 
returns. At one time we actually had one employee who worked half 
time on our books and tax returns. This was an expense which we 
could not support, and it became necessary to hire a tax consulting firm 
to keep our books and advise and help with filing the required forms. 
It seems to me that right here in this field you gentlemen could aid 
small business in a way that would almost equal tax relief, if you 
could find a way to cut down on some of the voluminous forms and 
returns handed to small business to fill out. Could not something 
similar to the simplified returns permitted by individuals in low- 
income brackets be devised ¢ 

Now, we have been asked to comment on certain phases of small 
business tax relief that you are examining particularly as they would 
affect our business: 


1. Permit estate taxes to be paid in installments over a period of 
years. In our case, this is the only way they could be paid and even 
then I wonder how it could be squeezed out. Our earning power 
depends largely on our own efforts, and with one of us gone the picture 
will be grim. 
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3. Permit taxpayers to use alternative methods of depreciation pro- 
vided by section 167 of the 1954 Internal Revenue Code for use prop- 


erty. 

ee as we have been unable, with two minor exceptions, to buy 
any new equipment but have been forced to buy used or rebuilt equip- 
ment, use of either the declining balance or sum of the digits deprecia- 
tion methods would have been to our advantage in these early years 
of growth and expansion. Instead, we have had to pay the same rate 
of depreciation as if our equipment had been new, and with the other 
methods of depreciation the money could have been used to advantage 
in other ways and the tax paid in these later years when it was more 
readily available. 

6. Permit election of standard deduction for small business. 

This could do no harm but, taken alone, would provide little relief. 

7. Permit deduction for additional investment during taxable years. 

In my estimation this would be the best and most equitable method, 
short of outright, overall rate reduction, which seems out of the ques- 
tion at thistime. For example; if the net was $15,000, the tax would 
be $2,486; whereas, if the take-home amount were $10,000, leaving 
$5,000 invested in the business, the tax would be $1,262. If no tax 
were paid on this $5,000 so long as it remained invested in the business, 
or if a tax concession were granted for 5 years as suggested by Prof. 
Harold M. Groves in the study he made for the Committee on Eco- 
nomic Development, these funds would be available for that working 
capital which most small business needs so desperately. At the pres- 
ent time, we are faced with the necessity of domg without equipment 
that would enable us to diversify our business with the possibility of 
more than doubling our present gross but the working capital isn’t 
there and we cannot borrow the money under the present situation 
that faces those of us connected with the petroleum industry. Capital 
is perhaps our most pressing need; we cannot borrow it and we can- 
not accumulate it under present conditions. We are therefore in a 
static position. On the other hand, our capital needs are not large 
on any absolute scale, and the assistance which would be provided by 
a reasonable measure of tax relief might spell the difference between 
success and failure. 

And so, to put it in a nutshell, I believe that the most beneficial of 
the suggestions are those regarding some sort of tax credit for capital 
retained in the business and looking to a simplification of the reports 
and forms required of small and.simple businesses. These forms have 
become so complex as to require the attention of specialists, and spe- 
cialists are precisely what small businesses do not have and cannot 
afford. 

I appreciate your consideration of these views very much. 

I have our schedule of earnings attached. 
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(The table referred to is as follows :) 
ExuIsIt 8 


Schedule of earnings, Statewide Plat Service, Austin, Tea. 


: Drawings Net drawings 
Net business | Increase in from busi- Income after taxes 

earnings capital ness taxes for personal 
use 


($1, 423. 61) $104, 80 (si, 528. 41)) 0| ($1,528. 41) 
2, 120. 68 1, 546. 19 574. 49 0 574. 49 
3, 225. 40 4, 966. 72 $905. 50 4, 061. 22 
| 2, 541.39 11, 335. 20 2, 214.79 9, 120. 41 
I ssscchia.arciiescpnmeihsaventsealh 2.34)| 12, 307. 94 1, 845. 70 10, 462. 24 





| - -——-—| —— 
Total_. | 35,071.38 7,415. 44 27, 655. 94 | 4,965.99 | 22, 689. 95 











Average per year..-...-_-- éa 7, 014. 27 1, 483. 08 


5,531.19 | 998.19 | 4, 538.00 


Senator Sparkman. Thank you, Mrs. Dana. Any questions? 

Mr. Yarsorouen. Mrs. Dana, I think that your plea for simplified 
forms is one that I have met in many many counties in Texas. The 
smaller the business, the greater the difficulty they have with the re- 

orts required, and the smaller the business, the more burdensome it 
ecomes to hire accounting firms to fill out their reports. 

Mrs. Dana. Thank you, Senator. I will say this. I thought I was 
a pretty smart person until I ran into our first set of forms and I 
decided I needed another education. 

Senator Sparkman. Is Mr. Vandergriff here? Mr. Vandergriff, I 
understand that you would like to have just a few minutes. 

Mr. Vanvererirr. Yes. 

Senator Sparkman. Mr. Tom J. Vandergriff, Vandergriff Chev- 
rolet Co., of Arlington, Tex. 


STATEMENT OF TOM J. VANDERGRIFF, VANDERGRIFF CHEVROLET 
CO., ARLINGTON, TEX. 


Mr. Vanvercrirr. We realize the time element with which you are 
contending and will confine ourselves to our prepared remarks. 

My name is Tom J. Vandergriff. I live in Arlington, Tex., and I 
am a lifelong resident of the State. For over 30 years my family has 
been engaged in the retail sales and service of automobiles. For the 
past 11 years I have been associated in the undertaking. 

I deeply appreciate the opportunity to appear before representa- 
tives of this committee and thus have the privilege of expressing cer- 
tain of our views concerning what we sincerely believe to be an unfair 
burden of Federal taxation imposed today’on the small-business com- 
munity. We are much more familiar with the plight of the automo- 
bile dealer and, as a result, our brief remarks will have particular 
reference to his problems. Yet we realize full well, even better after 
today, and respectfully submit to this committee, that due in large 
part to the oppressive effect of present taxation all small business is 








1354 TAX PROBLEMS OF SMALL BUSINESS 


finding it increasingly difficult to retain sufficient earnings for pur- 
poses of expansion which is so vital to a healthy national economy. 
We do not believe it in the national interest to subsidize small busi- 
nesss. We do strongly maintain that through various relief measures 
proposed to the Congress, an equitable tax administration can be 
established and growth can be fostered which will redound to the 
benefit of everyone. 

One particular bill before Congress, H. R. 8623, would correct one 
of the most unjust positions we think a representative of a free gov- 
ernment, in this case the Commissioner of Internal Revenue, has ever 
taken. Since it has to do with automobile dealer reserves we consider 
ourselves somewhat qualified to speak on the subject. Since 1931 the 
Internal Revenue Service has held to the position that an accrual 
basis taxpayer must include in his income amounts held by finance 
companies in a so-called dealers’ reserve set up in the name of the 
taxpayer, whether or not the taxpayer has the right to receive the 
funds so credited to him. 

The nature and function of the dealer reserve may be described 
as follows: 

When an automobile or other item of personal property is pur- 
chased from a dealer on credit, the purchaser makes a partial down- 

payment, either in the form of cash or trade-in, or both. The balance 
is satisfied by the purchaser’s promissory note and supporting con- 
ditional sales contract. The face amount of the note reflects two ele- 
ments—the balance of what would be the purchase price of the item, 
if bought for cash, and a finance charge. 

The dealer then sells or discounts the purchaser’s note and contract 
to a finance company or bank. The financial institution pays the 
dealer for the unpaid portion of the selling price excluding the 
finance charge. The finance company then credits a portion of the 
finance charge to a reserve account for the dealer. The accumulation 
of these credits is generally known as a dealer’s reserve. As pay- 
ments on notes are collected, the finance company remits to the dealer 
the amount of the reserve which is in excess of a specified percentage 
of all the unpaid balances on notes purchased from the dealer. 

The time schedule for such reserve payments to the dealer and 
conditions for such payments are governed by agreement between the 
dealer and the finance company. Where the finance agreement pro- 
vides clearly that the reserve is to be paid to the dealer and losses 
cannot be charged against it, the reserve is to be reported as income 
by an accrual basis taxpayer within the taxable year when credit is 
made to the taxpayer’s reserve account. In other words, where the 
reserve cannot be diminished by charges against it for delinquent or 
unpaid notes, the amount.-of the reserve to be paid to the taxpayer- 
dealer on the accrual basis is definitely determinable and, therefore, 
includible in his gross income. This much of the tax law on dealer 
reserves is well settled. 

But where the finance agreement provides specifically that the 
finance company has the right to charge uncollectible notes to the 
reserve account, two different United States courts of appeals have 
held that in such cases the amount of the reserve is not definitely de- 
terminable and, therefore, not includible in the income of an accrual 
basis taxpayer. 
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Nevertheless, the Internal Revenue Service has continued to hold 
to its position that credits to dealer reserves constitute income to the 
dealers. In a ruling published January 12, 1957, the Service held 
that credits to dealers reserves— 
in the case of a dealer employing the accrual method of accounting, constitute 
income to the dealer at the time such credits are made regardless of whether 
charges to the account for worthless notes are also made pursuant to an agree- 
ment between the parties * * * evenue Ruling 57-2, I. R. B. 1957-1.12). 

This procedure is extremely detrimental to automobile dealers. 
We are thus called upon to pay income tax on money we have not re- 
ceived and may never receive. Many dealers, when confronted with 
this inequity, will have no alternative but to find it necessary to rely 
upon high-cost borrowed money to satisfy the obligation demanded 
of them. 

In the 2 suits that have been won against the Commissioner of 
Internal Revenue in 2 different United States circuit courts of 
appeal involving this question, the Internal Revenue Service would 
not appeal the decision to the Supreme Court, yet the Internal Rev- 
erlue Service maintains that it will not adopt these decisions and con- 
form to their rulings. It would seem that although the Commissioner 
does not believe he can win a decision in the Supreme Court, he will 
nonetheless force each individual dealer to fight his case in court 
where the payment of such taxes is involved. 

We say that Congress should remove the Commissioner’s right to 
exercise such arbitrary authority. Even this small measure of re- 
lief would be of genuine importance to the industry I represent. 

The other tax relief bills introduced and contemplated in and by 
the Congress are so numerous as to prevent my discussing them in 
the short time available to me. Actually, we must depend upon you 
gentlemen, who are far better qualified, to properly evaluate each 
proposal. We simply wish to urge you to favor, as have all the other 
witnesses today, and advance legislation which will encourage growth 
in small business and reverse the frightening trend of recent years 
which has tended to choke off ambition and incentive. Relief from 
high and/or unfair taxation can most assuredly bring expansion. It 
follows that reinvestment in business will result in much more taxable 
income. 

We don’t wish to avoid our responsibility to pay sufficient taxes 
to operate our Government efficiently and Siete whatever sum 
is essential to protect our Nation’s welfare. Government must col- 
lect revenue in the form of taxation. If the degree and form of 
that taxation results in largely contributing to the absolute removal 
of the source of income, however, the Government, along with the 
individual whose small business was destroyed, will be the worse 
for such a policy. In all sincerity, we think it a fair assumption 
that unknown thousands of long-established small-business enter- 
prises, some of several generations’ duration are tottering on the very 
brink of such a fate. The efforts of your group can be their salva- 
tion. 

We applaud the purposes of this committee’s study. We have 
every confidence that you will find a sound and sure method to pro- 
vide the tax relief so desperately needed by small business. 

I thank you, very much. 
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Senator Sparkman. Thank you, Mr. Vandergriff. 

Any questions ? 

Senator YarsoroucH. No questions. 

Senator Sparkman. Is Mr. McClain still here? Mr. McClain ear- 
lier expressed a hope that he might be heard, but I had understood 
that he was gone. There are statements to be placed in the record 
submitted by Mr. F. H. Duff, of Floyd West & Co., Dallas; James 


R. Harris of Oklahoma City ; Mr. McClain of the Esco Manufacturing 
Co., Greenville, Tex.; Mr. A. E. Aikman of Dallas; and Mr. C. R. 
Bowden of Samuels & Co., Inc., of Dallas. 

(The statements referred to are as follows :) 


PREPARED STATEMENT OF F. H. Durr, FLoyp West & Co., INSURANCE MANAGERS, 
DALLAS, TEx. 


Pursuant to the suggestion of Mr. William J. Erickson, counsel for the Senate 
Small Business Committee, we request that the following statement on behalf 
of the undersigned partnership be considered by your committee in connection 
with the forthcoming hearings it has scheduled in Dallas, Tex., upon the impact 
of Federal taxation on small business. 

Floyd West & Co. is a general partnership engaged in carrying on a general 
insurance agency in the State of Texas with principal office in Dallas. The 
principal income of the partnership is derived from commissions on fire, casualty, 
automobile, farm, and hail insurance policies, which are sold pursuant to certain 
contracts between the partnership and several national insurance companies 
appointing it general agent for the State of Texas. The partnership in turn 
appoints local agents throughout this State who write most of the policies and 
who are entitled to part of the commission on all such policies they write. The 
problem which the partnership wishes to call to the attention of this committee, 
and the solution for this problem which appears to be available only through 
the enactment of certain remedial legislation now pending in the United States 
Congress, concerns the method of reporting the net income of the aforesaid busi- 
ness for Federal income-tax purposes. A brief description of the partnership 
operations related to the earning of its commission income will point up this 
problem. 

The local agents referred to above report to the partnership shortly after the 
close of each mont’: all policies they have written for such previous month. The 
partnership is required in turn to report to the insurance companies by the 
25th day of each month all policies written by it or its local agents during the 
previous month. On the one hand, contracts between the partnership and its 
local agents permit these agents to remit to the partnership the amount of the 
premiums due less the commission of the local agent at any time within 60 to 
90 days after the close of the month in which the policies are written and alse 
allow credit to the local agent for policies canceled within 60 days from the 
date written. In fact collections by the partnership from its local agents are 
made on the average of 75 days after the end of the month in which policies are 
written, some collections always being later and the collections made constantly 
being subject to credits from cancellations. On the other hand, contracts be- 
tween the partnership and the insurance companies require the partnership to 
settle it® account in full for premiums due to the companies on policies not can- 
celed less commissions of the partnership and the local agent by the 15th day 
of the 3d month following the month in which policies are written. This lat- 
ter settlement date is mandatory regardless of collection by the partnership from 
its local agents, and in fact the local agents often have not paid the partnership 
for amounts which the partnership must remit to the insurance companies. 

The partnership now accounts for its income and expenses and reports for 
Federal income-tax purposes on the accural basis. Under such method of ac- 
counting it takes into commission income for the month in which insurance 
policies are written the amount of commissions which it expects to realize 
out of the premiums on those policies after collections from its local agents 
and settlement with the insurance companies, although such commission income 
is not beneficially realized until the local agents have remitted and may never 
be realized in the event of cancellations of policies. Except for a few items 
which are relatively nominal in amount by comparison with the commission in- 
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come thus accrued all partnership expenses are paid in cash currently within 
the month in which incurred. In summary, collections of income always run 
behind payment of expenses under such accrual method of accounting. 

The partnership believes that under the cash method of accounting for both 
income and expenses, net income would be taxed to the partners in the period 
actually realized. Under the particular circumstances of our business, such 
cash method would seem clearly to reflect partnership income more accurately 
than the present accrual method. Furthermore, the cash method of account- 
ing is traditionally employed by organizations which render services and which 
do not maintain inventories, including general insurance agency businesses simi- 
lar to that conducted by this partnership. 

Accordingly, pursuant to the requirement of section 446 of the Internal Rev- 
enue Code of 1954, Floyd West & Co. filed its first application with the Com- 
missioner of Internal Revenue under date of March 14, 1955, requesting per- 
mission to change its method of accounting and reporting for Federal income- 
tax purposes from the accural method to the casb receipts and disbursements 
method, effective for the calendar year beginning January 1, 1955. The 
partnership has since filed 2 additional protective applications substantially 
identical with the original application, 1 dated March 23, 1956, and the other 
dated March 26, 1957, requesting a change to the cash method of accounting ef- 
fective alternatively for the calendar years beginning January 1, 1956, and 
January 1, 1957, respectively. 

Section 481 of the Internal Revenue Code of 1954 for the first time provided 
statutory rules for making adjustments in connection with changes in methods 
of accounting. In general that statute was designed to prevent the duplication 
or omission of amounts of income and expense in accomplishing such changes. 
In the case of a change from the accrual to the cash method, the matter of 
preventing duplication of income and expense is the matter of principal concern. 
However, serious problems of interpretation have been raised concerning the 
treatment of adjustments made in respect of any taxable year not subject to 
this 1954 code provision (so-called pre-1954 period adjustments). Although none 
of the applications for change made by Floyd West & Co. has involved any ques- 
tion of duplication or omission of items of income or expense attributable to the 
so-called pre-1954 adjustment period, the Department of the Treasury and the 
Internal Revenue Service have been unable to act on any adjustment under sec- 
tion 481 since enactment of the 1954 code because of the confusion in certain as- 
pects of that statute. By press release issued on January 3, 1956, the Service 
announced that it would not act on such applications until issuance of regulations 
under sections 446 and 481 (Internal Revenue Bull. 1956—53, p. 32). By technical 
information release issued on February 15, 1957, the Service stated that proposed 
regulations under sections 446 and 481 would not be issued at that time “in view 
of the announced consideration of technical problems in connection with section 
481 by the Subcommittee on Internal Revenue Taxation of the Committee 
on Ways and Means and the consequent possibility of legislation which would 
amend this section” (Internal Revenue Bull. 1957-9, p. 38). This is the situation 
existing today. 

By reason of the inability of the Service to act on the applications for change 
to the cash method of accounting filed by Floyd West & Co., the partnership 
is required to continue its accounting and preparation of income-tax returns 
indefinitely on the accrual method. Under the present estimated tax require- 
ments applicable to the individual members of the partnership with respect 
to income, from the partnership, income tax is currently payable on sizable net 
income before the partnership has realized such income in cash. The result 
is an actual prepayment of tax by the partners on income not yet realized. 
Only a change to the cash method of accounting by the partnership can eliminate 
this acutely burdensome result. 

On June 26, 1957, Representative Wilbur D. Mills introduced in the House of 
Representatives a bill designated H. R. 8381 of the 85th Congress, 1st session, 
which contains certain technical amendments to the Internal Revenue Code of 
1954. Section 24 of this bill proposes certain amendments to section 481 relating 
to adjustments required by changes in method of accounting. As presently 
drafted, we understand that the amendments contained therein clarify the prob- 
lems of interpretation existing in the present form of section 481. As a result, 
we further understand that under the language of this bill the Internal Revenue 
Service will be able to promulgate regulations under sections 446 and 481 and 
to act upon applications for change of accounting method such as those here- 
tofore filed by Floyd West & Co. 
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In conclusion we respectfully urge your committee to recommend and support 
the passage of legislation embodying the present substantive provisions of section 
24 of H. R. 8381 at the next session of the Congress. 


PREPARED STATEMENT OF JAMES R. HARRIS, MANAGING DrReoToR, Roserts HOreEt, 
OKLAHOMA CITY, OKLA. 


Mr. chairman and members of the committee, my name is James R. Harris. 
I am the managing director of the Roberts Hotel in Oklahoma City. I sincerely 
appreciate the opportunity of filing this statement with you as I could not appear 
in person. I present this statement in behalf of the Oklahoma Hotel Association. 

I urge you to preserve the sum of the years-digits method of depreciation as 
set up under the 1954 Revenue Act. 

Throughout World War II hotel properties took a terrific beating, and since 
we were unable to secure needed repairs, supplies, and replacement equipment, 
the average hotel emerged from that experience obsolete and shabby. 

Many authoritis in our industry feel that it was this rundown condition of our 
hotels which permitted motels and roadside establishments to make such inroads 
upon us in recent years. In many sections of the country the hotels are fighting 
a real battle to remain in business. Since 1947 the rate of occupancy in hotels 
has steadily decreased, yet operating costs have increased and competition has 
become greater. 

Accordingly, the owner of a hotel property, who has been receiving precious 
little earnings on his investment, has not rushed in with additional capital to 
rehabilitate his property. In a small business, this can be only a retaining of 
earnings because the average hotel cannot sell stocks or debentures. It is 
fortunate if it secures short-term borrowings. 

Retaining this accelerated method of depreciation, the “sum of the years- 
digits,’ would enable owners to recapture, over a shorter period of time, addi- 
tional capital outlay in the first half of the useful life, rather than one-half of 
the total outlay or less, which he could recover under former methods of 
depreciation. For each $50,000 capital improvements, based on either a 5- or 
10-year life, this means an additional recovery of $10,000 during the first half 
of the period as compared with the straight-line method. 

The leading hotel auditors firmly believe that much of the rehabilitation of 
older buildings and their improvement, which has been witnessed in recent years, 
ean be attributed directly to this new inducement to hotel ownership to brighten 
and improve their properties. Hotels then can remain competitive and provide 
employment, both in the industry and to suppliers of goods. And for the Gov- 
ernment, a broader base for taxation has resulted. 

We firmly believe this method of depreciation benefits all small business, and 
urge you to wage a vigorous fight for its continuance. 

I also urge you to avoid imposition of social security and withholding taxes 
on tip income of service employees. 

Hotel management has no knowledge of this type income received by waiters, 
waitresses, bellmen, maids, and other service employees. The only exception 
to this is a luncheon or banquet paid for by one person or organization in which 
the gratuity is included in the check. In all other instances no method has 
been devised by which we can ascertain the sums involved. It would create 
the worst possible employer-employee relationship if management were required 
“to wring’ from an unwilling employee a statement as to his tip income. 

It is conceivable that a rather substantial liability might accrue to a hotel for 
sums due for social security and withholding taxes on this income. An em- 
ployee no longer with a hotel and to whom no wages were due, could send a 
statement to the hotel indicating his tip income during a certain period totaled 
X dollars. Since this employee would have no wages coming the hotel could 
make no deductions from his pay, yet would be required to remit the taxes. 

The hotel industry endorses fully the benefits under the old-age and survivors 
insurance program, and urge that its soundness be preserved. We do not think 
an inclusion of tip income is sound and are opposed to all proposals which would 
include it. Please, in the interest of small business, oppose the imposition of 
this tax. 
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PREPARED STATEMENT oF J. E. McCiain, OWNER AND OPERATOR, Esco MANU- 
FACTURING Co., ELECTRICAL POWER DISTRIBUTION APPARATUS, GREENVILLE, 
ex, 


A recommendation to the Senate Small Business Committee on Taxation, the 
House Small Business Committee and the Committee for Economic Development. 

First, I would like to give a brief background of our company, in order to 
clarify our viewpoint on taxation as related to small business. I am the sole 
owner and operator of a small manufacturing concern whose annual sales volume 
runs between $2,500,000 and $3 million, and whose employment is between 
120 and 170 people. I founded this business 11 years ago on the small capital 
of $115, and from the first the problem has always been cash. We now have 
to factor our accounts and do our banking business in New York City. Loan 
money, up to a reasonable amount, has always been available, but the difficult 
problem is increasing the equity or net worth, even after leaving the major 
part of earnings in the business: 

Now, as to my suggestion and recommendation, one with the full intent and 
purpose of aiding such a small business to survive and grow, and a problem 
that is common among us all the Nation over. 

My plan of tax reduction is really a merit plan, whereby a small business 
which could qualify would be granted a certificate assigning a factor greater than 
one, or a multiplier, which would be applied to the annual depreciation allowance 
(computed by the present methods which have been long established), for the 
purpose of increasing the final depreciation allowance. The tax savings result- 
ing from a larger depreciation allowance, would be required to be reinvested in 
the business, in such items as more production equipment, ete. This use of money 
saved would be strictly regulated by the Treasury Department, through routine 
tax audits. This use, in turn would determine further adjustments in the firm’s 
depreciation factor. 

Such an arrangement would in effect be somewhat like the defense emergency 
certificate plan for 5-year writeoff as used by large businesses, a route impossible 
for a small business at the present. A small business to be eligible would need 
to be one operating at a profit, have a history of growth, and not be a part of a 
larger business family, since my plan is not intended to help an inefficiently 
operated business. 

What small business needs is a chance to grow, and it must be able to retain 
some profits to grow. Any revenues lost from a particular business would be 
regained when that business, by growing, would pay more taxes. Such a tax 
relief would not be passed on to other segments of the economy, and true compe- 
tition would be increased. 

While Government-financed loans are of great benefit to small business, they 
do not replace increased equity capital, and this is the major bottleneck of small 
business today. 

I would be very happy to have the opportunity to discuss this idea in greater 
detail, since this letter obviously cannot cover such a comprehensive subject. 


PREPARED STATEMENT OF A. E. AIKMAN, Law Firm or Locke, Locke & PURNELL, 
Datuias, TEx. 


There is a definite problem in respect of defining entities for income-tax 
purposes, and this testimony is limited to the problem of defining the terms 
“corporation” and “partnership” for the Federal income-tax purposes. 

As far as small businesses are concerned, one of the principal tax problems 
is whether an undertaking of two or more taxpayers will be considered a cor- 
poration, a partnership, or simply a tenancy-in-common for Federal income-tax 
purposes. Unless the interested parties can be certain into which category the 
undertaking falls, there is, of course, a major uncertainty in evaluating and 
forecasting the economics of the undertaking. 

Many times it is not desirable to incorporate an undertaking of several people 
at the outset; rather the parties want to see how the enterprise fares, and, if suc- 
cessful, often times the enterprise is then incorporated. Thus, it is necessary to 
avoid corporate classification in the trial period. Similarly, in certain types of 
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business operations, the parties do not desire to be classified as either a cor- 
poration or partnership for Federal income-tax purposes or for other purposes. 
This is true often times in situations involving joint ownership and operation 
of rental real estate or mineral properties. 

In view of the confusion, it is extremely difficult for a lawyer to advise his 
clients with any real degree of certainty the exact nature of the operation; that 
is, is there an entity for income tax purposes treated separately from the parties, 
and if so, what is the type of entity—a corporation, a partnership? 

As long as this confusion exists there will be troublesome litigation with a 
consequent reluctance on the part of individuals to risk their capital in new 
enterprises. 

Corporation problem.—tThe Internal Revenue Code of 1954, as well as the 1939 
Internal Revenue Code defines the term “corporation” to include “associations, 
joint stock companies and insurance companies.” The all-inclusive word is 
“associations.” 

The Treasury regulations set out certain indicia which the Treasury deems 
significant in determining corporate classification. This indicia is unsatisfac- 
tory and superficial in nature. Essentially, the regulations refer to limitation 
of liability of the members, transferability of shares, continuity of life irrespec- 
tive of death of a member. 

The courts have followed essentially the loose indicia deemed of significance 
by the Treasury regulations. 

The past and present approach is extremely unsatisfactory and gives no real 
tests for determining corporate classification. It is suggested that the approach 
by the Treasury, Internal Revenue Service and courts overlooks a very funda- 
mental and constitutional income-tax principle: The income tax is a tax based 
upon realized income, and therefore the alleged taxable entity must realize 
income before an income tax can be collected. 

The doctrine of realization of income was firmly established in the case of 
Hisner v. Macomber (252 U. 8S. 189). An analysis of that case reveals that in 
order for a particular receipt to constitute income the recipient must receive 
the receipt without any substantial restriction upon the recipient as to use of the 
_ receipt, or, in the words of Judge Pitney, in the Macomber case, the recipient 
must receive something of exchangeable value for his or its own separate use 
and benefit. This doctrine applies to corporations as well as individuals. 

Judge Pitney, in the course of his opinion in the Macomber case, seemed to 
put his finger upon the touchstone of taxability of corporate income. He states 
that the imposition of a corporate income tax and also an income tax upon the 
individual stockholders with respect to the same profits can be justified only if 
there is sufficient separateness of identity between the corporation and the stock- 
holders. He then refers to the nature of the corporation as respects the profits 
and points out that not only can the corporate directors retain the profits in the 
corporation but (and this is of utmost importance) the corporation can use the 
profits in furtherance of the corporate business. 

Properly analyzed, one may look at the authority of the corporation to use the 
profits in furtherance of the corporate business as joint realization of income, 
as contrasted with individual realization of income. It is this joint realization 
which permits a joint income tax (corporate income tax) to be imposed. Look- 
ing at the governmental revenue aspect, unless the corporate profits are sub- 
jected to an income tax the profits could escape income tax for an indefinite 
period by the directors not declaring dividends for an indefinite period. 

Now, if for analysis purposes, we assume that the proceeds from operations 
are categorically payable, as they accrue, to the “stockholders” pro rata with no 
right in the “corporation” to retain and use the proceeds in furtherance of the 
“corporate” business, there is no joint realization; rather the individual “stock- 
holders” realize the income directly. Hence, the “corporation” has no income 
and a corporate-income tax is improper ; i. e., unconstitutional. 

Partnership problem.—Whether a joint undertaking will be considered a 
partnership or a mere tenancy-in-common relationship for Federal income-tax 
purposes has long been a confusing matter for taxpayers, and particularly at the 
inception of the undertaking. 

Section 761 (a) of the 1954 Internal Revenue Code provides as follows: 

“(a) PARTNERSHIP.—For purposes of this subtitle, the term ‘partnership’ 
includes a syndicate, group, pool, joint venture, or other unincorporated organ- 
ization through or by means of which any business, financial operation, or ven- 
ture is carried on, and which is not, within the meaning of this title, a corpora- 
tion or a trust or estate. Under regulations the Secretary or his delegate may, 
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at the election of all the members of an unincorporated organization exclude 
such organization from the application of all or part of this subchapter, if it is 
availed of — 
“(1) for investment purposes only and not for the active conduct of a 
business, or 
“(2) for the joint production, extraction, or use of property, but not for 
the purpose of selling services or property produced or extracted, if the 
income of the members of the organization may be adequately determined 
without the computation of partnership taxable income.” 

As will be noted, the statutory definition is so broad as to be almost meaning- 
less as to when a joint undertaking will or will not constitute a partnership. 

In connection with the discussion on the definition of “corporation” it was 

pointed out that in the justification of the imposition of a corporation tax on an 
unincorporated association the line of demarcation should depend upon the 
authority of the managers of the undertaking to retain and use profits accruing 
to the undertaking for an indefinite period without the individual consent of 
each participant in the undertaking, since this is the touchstone of realization 
of income by the “‘corporation.” 
’ A bit of analysis would help clarify what should be the line of demarcation 
between the partnership and the tenancy-in-common. The partnership does not 
pay an income tax as does the corporation, the theory being that the net profits 
from operations are distributable each year to the partners, who are individually 
taxed on their proportionate part of the net profits for that year. Thus a part- 
nership, in essence, is a computing entity for income-tax purposes and, in essence, 
is a conduit for the purposes of computing and distributing net income from 
operations, 

However, the partnership has to compute the net income from operations, 
claiming depreciation, depletion, and other deductions incurred in the opera- 
tion, and, in order that this be justified, it would seem that it is necessary to 
find sufficient separateness of identity between the partnership, on the one hand 
and the individual participants on the other hand. This separate entity is to 
be determined again on the basis of joint realization of gross income. In 
other words, in the traditional partnership, none of the partners have, during 
the fiscal year, any individual or exclusive right to any portion of the gross 
proceeds from operations; rather, their right is limited to a right to net profits 
of the operation at the end of the fiscal year. Thus, in the traditional partner- 
ship, as in the corporation, the partnership has a right to retain and use the 
profits from the business during the fiscal year; but at the end of the fiscal 
year the net income is determined and the partnership has no right to continue 
after the close of the year to use net profits earned during the prior fiscal 
year without the individual consent of each partner. Thus, there is joint 
realization of income in the traditional partnership, but the partnership’s right 
to retain and use is for a limited time, i. e., during the fiscal year. As will 
be remembered in connection with the corporation, the corporation may retain 
and use the profits for an indefinite period, subject only to the abuse of the 
board of directors in its failure to declare dividends. 

Therefore, in the traditional partnership, a partner cannot be considered to 
have realized gross income from a particular transaction, since he has no right 
to the gross proceeds or any proportionate part thereof, and, under Hisner v. 
Macomber, it would be improper to attribute the gross proceeds as gross income 
to the partner. It is thus seen that, in order for there to be a proper computa- 
tion of net income for Federal income-tax purposes, the net income must be 
centrally computed, and the net income so centrally computed allocated among 
and attributed to the respective partners. 

On the other hand, where the joint undertaking is in the form whereby each 
participant has the right to receive his proportionate share of the gross pro- 
ceeds from a particular transaction without the right of any central agency 
to retain and use the gross proceeds, then the joint undertaking should not 
be classified as a partnership or a corporation; rather, there is simply a 
tenancy-in-common relationship with respect to the undertaking. In such 
situation, the realization of income is individual and not joint; consequently, 
there is no reason for the filing of a partnership return as such, or computing 
het income centrally. 

Under the latter-type arrangement, it may be all right for the joint under- 
taking to file some sort of information return, but it will seem illogical to re- 
quire that the return compute net income reflecting gross income and claim- 
ing deductions. For example, suppose that A and B enter in to a joint operat- 
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ing agreement covering their respective interests in mineral properties. Each 
is to receive his proportionate share of the gross proceeds realized from the 
sale of any minerals, and he is to pay his proportionate part of any expense 
incurred. Let us suppose that at the end of the fiscal year of the joint under- 
taking A has paid his share of the expense, but B has not, and that both A and 
B, as well as the partnership, are on a cash basis for income-tax purposes, 
If we require a partnership return, what would be the net income attributable 
to each? The partnership never had the right to use the proceeds from sales 
of minerals, and could, therefore, not pay the expenses. Thus, if we take into 
the partnership return the total gross proceeds received by both A and B, 
there could only be deducted, as far as expense items are concerned, the amounts 
paid by A, since B has not paid his share of the expenses. Thus, unless we 
torture the making of the partnership return, we will have A ending up with 
more income that he actually realized and B getting the benefit of the deduc- 
tion by the partnership which A paid. 

It therefore becomes readily apparent that unless the distinction between a 
partnership and a tenancy in common is based on the joint realization of in- 
come, as distinguished from individual realization of income, a partnership com- 
putation can result in an improper attribution of net income among the par- 
ticipants. 

If this approach be adopted, there would be no effect, as far as I can see, upon 
the revenues. We are merely talking about proper methods of computing the 
tax that each individual pays, and, by adopting the above-mentioned approach, 
the distortion in attribution of income can be avoided. 

The following are suggested statutory changes in order to define the term 
“corporation” and the term “partnership.” The italicized portions indicate 
the suggested change to be added: 


“SEC. 7701 (a) (3) CORPORATIONS. 

“The term ‘corporation’ includes associations, joint-stock companies, and in- 
surance companies. For the purposes of subtitle A, only such associations 
which have authority to retain and to use the profits beyond the fiscal year of 
the association in which earned without further individual consent of each of 
the members shall be considered corporations. 


“SEC. 761 (a) PARTNERSHIP. 

“For the purposes of this subtitle, the term ‘partnership’ includes a syndi- 
cate, group, pool, joint venture, or other unincorporated organization, through 
or by means of which any business, financial operation, or venture is carried 
on, and which is not, within the meaning of this title, a corporation or a trust 
or an estate, and which, by the terms of the agreement, is authorized to re- 
tain and use the profits during the fiscal year in which earned, with the net 
profit being distributable to the members at the end of each fiscal year.” 

Nore.—The remainder of section 761 (a), beginning with the second sen- 
tence thereof, should be deleted, since under this proposed definition such 
provisions are no longer necessary. 


“SEC. 7701 (a) (2) PARTNERSHIP AND PARTNER. 


“The term ‘partnership’ includes a syndicate, group, pool, joint venture, or 
other unincorporated organization, through or by means of which any business, 
financial operation, or joint venture is carried on, and which is not, within 
the meaning of this title, a trust or estate or corporation, and which, by the 
terms of the agreement, is authorized to retain and use the profits during the 
fiscal year in which earned, with the net profit being distributable to the mem- 
bers at the end of each fiscal year; and the term ‘partner’ includes a member of 
such syndicate, group, pool, joint venture, or organization.” 


PREPARED STATEMENT OF C. R. BOwvDEN, CONTROLLER AND ASSISTANT TO THE PRESI- 
DENT, SAMUELS & Co., INC., MEATPACKERS, DALLAS, TEx. 


Thank you for the opportunity to present a statement in regard to taxes as 
they specifically apply to small businesses. 

I am employed as controller and assistant to the president of Samuels & Co., 
Inc., meatpackers, located at 3307 Lemmon Avenue, Dallas, Tex. We employ 
approximately 250 employees and operate in the State of Texas. While this by 
some standards may not be classified as small—certainly relative to companies 
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in the meat industry it must be classified as small. However, it probably is 
in between. My following comments center around this size business more so 
than the very small. In thinking about the whole problem of taxation and its 
effect on various segments of business, the following outline of the problem 
comes to my mind as being most pertinent in analyzing and recommending 
solutions. 

1. Are small businesses placed at a disadvantage in relation to large busi- 
nesses as a result of our present tax structure? 

2. If small businesses are placed at a disadvantage, what effect does this have 
on the general economy of the country ? 

8. What action is required? 

Now in regard to point No. 1—Are small businesses placed at a disadvantage 
in relation to large businesses as a result of our present tax structure? The 
answer is definitely “Yes.” Consider the following points: 

Point 1. According to a recent release by a large business information agency, 
business failures are up 49 percent over last year (1956) and up 50 percent over 
year before last (1955). Of course it is well known the chief and principal 
reason for most failures is lack of adequate working capital. This points up a 
very fundamental fact—if a business is to succeed and grow it must have ade- 
quate capital. 

Point 2. Capital for a business comes from one or more of the following 
sources—from original owners or incorporation, stock issues, outside debt, and 
retained earnings. Of the 4 sources the last 3 account for a huge percentage 
of the total capital employed in business. In every one of these 4 sources, 
large businesses have a tremendous advantage over small businesses, and 
extremely so on the last 3 mentioned; that is, stock issues, outside debt, 
aud retained earnings. Because of their size, fame, advertising, etc., they can 
attract and hold at prime rates most of the available funds of the economy. 
This leaves small business with some incorporation money, a little borrowed 
money, probably at much higher rates than their competitors, and a small amount 
of retained earnings after taxes. Of course, his earnings in the first place are 
subject to a greater cost-price squeeze than big businesses. For example, he 
must sell against nationally advertised products and must of necessity give 
something for acceptance; his production methods probably are less efficient 
due to the fact he hasn’t the proper funds to adequately modernize; his organ- 
ization of manpower cannot be as effective as the giants with specialists in every 
possible phase of business. In fact the only way the small business can make 
a mark is with hard work—and this they must do or the failure rate would be 
up 100 percent instead of 49 percent, previously mentioned. 

Point 3. Small businesses need more funds for continuity of existence and 
growth, as a percentage, than does big businesses. Small businesses are strug- 
gling to reach big-business stature and its growth requirements are extremely 
high—and this is not by choice—it is of necessity to survive. Today’s makeup 
of business is that everyone has to do substantial volume to get by. Everyone 
has approximately comparable material costs, pay rates, overhead percentage, 
fringe costs, and must maintain high volume to keep their costs in line. Everyone 
here knows how high fixed costs are in today’s economy. These things call for a 
lot of working capital to handle the volume. England once boasted “He who 
controls the sea, controls the world.” That adage could be readily translated 
today as “He who controls the moneys in substantial quantities, controls business.” 

Point 4. To tax small business’ profits at the same rates applied to large corpo- 
rations violates a basic principle of taxation—ability to pay—because as pointed 
out before, ability to pay with a small business must take into consideration his 
requirements for funds, or capital, and not merely the one criterion—annual 
profits. Profits are substantially the main source of growth funds with small 
businesses whereas this is not the case with big businesses. 

Point 5. Large corporations can accumulate capital in the form of retained 
earnings and escape the penalty tax to a much greater extent than small 
businesses. 

Now about point No. 2—What effect does this have on the general economy? 
It has a great effect. Small businesses are. vital to the continued expansion of 
our economy. Small businesses stimulate competition, lower costs, increase 
standards of living, create jobs, contribute to welfare of local communities. If 
we don’t need small business, all the business can be conducted by the United 
States Government, and 1 corporation or 2 large corporations, or 10, or 20, or 100. 
Unless relief is given, in the way of special tax consideration to provide these 
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funds needed through retained earnings, or other methods provided to encourage 
flow of capital to small businesses, this economy could very well evolve to busi- 
ness being done, in the main, by two types of business—very small and very large, 
The in-between might disappear—they are not fish or fowl. One of the many 
evils of big business is that once profits drop off, a recession sets in immediately, 
This in turn signals stockholder eorporate management to take whatever action 
is necessary to stop the decline in profits. Too frequently, as can be borne out by 
referral to past records, this action takes the form of mass layoffs of working 
people and closing of duplicate plants. For example, a plant in Texas may be 
closed, and the area serviced from, say a plant in Kansas. This, of course, may 
be fine for Kansas, but pretty rough on Texas. In contrast, the companies com- 
prising small businesses are generally and many times family owned, employing 
not too great a number of employees. Their roots are deep in the community; 
and while they’re interested in profits, they are also interested in their relation- 
ship to their community. Many times this causes an effort to make some work 
for their basic work force, and this certainly strengthens a community at a 
time when it needs strengthening. This is the backbone of our country and what 
has made this a great nation. This is truly the middle ground of our economy 
which we must fight to preserve. 

Now as to what action is required—there are any number of different ways 
the various tax experts can devise to afford this relief we are talking about. 
The main problem is convincing and demonstrating that there is a dire need for 
relief. Once this is accepted the “how” becomes secondary. However, to offer 
two approaches to the “how,” I should like to present this for your con- 
sideration. 

1. The primary need of quick action and easy administration will probably 
be met best by a simple reduction in rates for small businesses. That is instead 
of having a 22 percent rate on the first $25,000 and 52 percent on all over— 
have 22 percent on the first $100,000—30 percent on next $100,000, and 52 per- 
eent on all over. This would afford some relief. 

2. To encourage flow of funds into stock issues of small corporations, provide 
for payment of ordinary income taxes on dividends only in excess of the cost 
of the original stock. This would be on all new issues of stock of all corpora- 
tions. If the stock was subsequently sold the amount of gain that exceeded the 
original cost would be taxed as ordinary income. In addition this original issue 
stock would be like 117 J assets—that is if sold for a gain, it gets capital-gain 
treatment—but if sold for a loss, the owner would get ordinary loss deduction. 
For example, if you purchase original stock for $100 and subsequently receive 
back $60 in dividends, the dividends would not be taxable, but would reduce the 
basis of the stock to $40. Then if sold for $110, there would be a gain of $70 
($110 minus $40). This gain would be then taxed thusly—$60 (the amount of 
the returned cost) as ordinary income and $10 as capital gain. If the stock was 
sold for $90 instead of $110, there would be a gain of $50 ($90 minus $40) and 
as this was less than the $60 of returned capital, the $50 would be taxed as 
ordinary income. 

Senator Sparkman. The record of these hearings will remain open 
for 2 weeks so if anyone else wishes to submit a statement or to sup- 
plement the statement already made, the record will be open for that 
purpose. 

If there is nobody else to be heard, the committee will stand in 
recess until December 10 when it meets in Milwaukee. Thank you 
very much. 

Senator YarsoroucH. Mr. Chairman, as we recess, on behalf of the 
people of Texas and the small-business men of Texas, I want to thank 
you, the chairman, the Honorable John J. Sparkman, for calling this 
meeting in Dallas. 

He had the option of calling these meetings in the cities he chose. 
He chose 15 in the United States. He brought this to Dallas and to 
Texas and the Southwest to give the small-business men here an op- 
portunity to state their views without having the expense of going to 
Washington. We appreciate the Senator’s courtesy. 
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Senator Sparkman. Thank you, Ralph, and we certainly appre- 
ciate your cooperation and the cooperation of all the people of Dallas 
and Texas in helping us set up and hold these hearings. I think the 
information and the suggestions we have received here will be most 
helpful in evaluating this whole problem, 

(Whereupon, at 1:30 p. m., the committee recessed, to reconvene 
at 10 a. m., ‘tuesday, December 10, 1957, in Milwaukee, Wis.) 

Following are statements subsequently received by the committee 
for inclusion in the record: 

(Letter and statement from W. C. T. Utley, traffic manager, Sid 
Richardson Gasoline Co., Fort Worth, Tex. :) 


Sip RICHARDSON GASOLINE Co., 
Fort Worth, Tex., December 9, 1957. 
UNITED STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
131 Indiana Avenue, Washington, D.C. 
(Attention Mr. Wiley S. Messick, Counsel.) 

GENTLEMEN : At the time public hearing was held by your committee at Dallas, 
Tex., on December 4, I requested permission to appear and present a statement 
to the committee; however, due to your schedule being completed, my request 
could not be granted. 

Iam enclosing five copies of the statement which I proposed to present before 
the committee. I would greatly appreciate it if you would receive this statement 
asa matter of record in this hearing. 

Yours very truly, 
W. C. T. UTLEY. 


STATEMENT BY W. C. T. Urey, Trarric MANAGER, Sip RICHARDSON GASOLINE Co., 
Fort WortTH, TEX., BEFORE THE SENATE SELECT COMMITTEE ON SMALL BUSINESS 
FOR REPEAL OF EXCISE TAXES ON TRANSPORTATION SERVICES 


My name is W. C. T. Utley. I am employed by the Sid Richardson Gasoline 
Co. in the capacity of traffic manager. Our principal place of business is located 
at 629 Fort Worth Club Building, Fort Worth, Tex. 

I have requested permission to appear before you today to present a brief 
statement in support of legislation which will repeal the excise taxes on trans- 
portation services, particularly the 3-percent tax imposed upon charges for the 
transportation of goods. I will not attempt to treat this subject in its general 
scope, but I would like to try to relate to you eertain situations experienced in 
our business activities and within the industry of which we are a part, which I 
believe will display the discriminatory nature of these taxes, the burden they 
place upon small users of transportation and the harmful effect they have upon 
our national common carrier transportation system. 

The Sid Richardson Gasoline Co. is a producer and marketer of liquefied petro- 
leum gases. We produce these products at our plant located near Kermit, Tex., 
in the western portion of this State. We also market liquefied petroleum gases 
produced by others. Products handled through our marketing operations origi- 
nate for the most part in west Texas with 1 plant located in east Texas, 1 in 
Oklahoma and 1 in North Dakota. Approximately 65 percent of our liquefied 
petroleum gas distribution now moves in railroad tank cars. We serve approxi- 
mately 110 bulk distributors and retailers located within the Central, North 
Central, Southwestern, and Southeastern States. 

Liquefied petroleum gases are hydrocarbons commonly known as propane and 
butane. Primarily they are fuels, but they also have wide usage in industry, 
notably as a raw material in the petrochemical industry. Their greatest uses 
however are for domestic fuels (58 percent of total sales, 1956, were for domes- 
tie uses) ; such as household heating, cooking, water heating, refrigeration, fuel 
for farm tractors, irrigation pumps, weed burning, heat for chicken brooders 
and many other uses where fuel for power or heat is needed. It is obvious that 
for these uses the greatest consumption is on farms and in rural communities. 








1366 TAX PROBLEMS OF SMALL BUSINESS 


Liquefied petroleum gases are produced by natural gasoline plants and oil re- 
fineries. There are approximately 100 such producers. The gases are shipped 
to and dispensed through approximately 2,500 so-called bulk distributors and 
retailers located throughout the Nation—6.636 billion gallons of these gases were 
sold for their various uses during the year 1956. 

By far the greatest volume of liquefied petroleum gases are produced within 
the Southwestern States; Arkansas, Louisiana, New Mexico, and Texas pro- 
ducing 66 percent (1956) of the total. Most of these products must move over 
great distances to their markets. The average haul is in excess of 1,000 miles. 
the balance of liquefied petroleum gas production is widely disbursed and con- 
tiguous to consuming areas. 

Liquefied petroleum gases are exceedingly low-cost commodities with an ex- 
tremely low margin of profit. The liquefied petroleum gas industry is a volume 
industry. Transportation charges generally equal or exceed the value of a 
tank-car shipment of the gases. It is estimated that transportation charges 
represent approximately 62 percent of the delivered cost. A substantial portion 
of these transportation charges are the transportation taxes here under dis- 
cussion. 

By reason of these peculiarities liquefied-petroleum gases are very susceptible 
to competition from other kinds of fuels. Electrical energy which is transmitted 
without transportation tax, natural gas which is not subject to transportation 
tax, fuel oils and coal are their chief competitors. Additionally, dealers within a 
given area are confronted with unequal competitive relationships between them- 
selves brought about in part at least by a dealer on the one hand who receives 
his supplies from a nearby source having a low transportation tax and on the 
other hand a dealer whose supplies come from a distance source having to pay, 
both actually and relatively, a much higher transportation tax. 

All of these factors have brought about a phenomenon in the transportation of 
liquefied-petroleum gases. The dealers in these gases, to meet their competitive 
and economic problems, are turning to private transportation. They are buying 
their own motor transports and doing their own hauling. This trend has been 
in progress for the past 2 or 3 years. It is most pronounced at the present time. 
Using our own company’s experience as an illustration, during the year 1957 we 
lost through cancellation of dealer contracts business amounting to 939 cars of 
liquefied-petroleum gases per year. In each instance the dealer canceled to 
engage in private transportation of his gases in his own motortrucks. Had these 
cars continued to move by rail freight transportation taxes amounting to $10,663 
per year would have been assessed against the dealers. Another experience in 
our distribution which is of interest involves one of our customers in North 
Dakota who uses 200 cars of liquefied-petroleum gas a year. The transportation 
tax on this gas when shipped from the Southwest amounted to $3,440 per year. 
In order to meet a competitive situation in the customer’s area we arranged to 
supply his need from a nearby source by common carrier truck and thereby 
reduced his transportation tax bill to $1,500 per year. 

I do not pretend that the transportation tax on property is the only cause 
for this trend in changes from common carrier to private carriage in the 
transportation field. Undoubtedly, there are other factors which enter into these 
decisions. I do believe most implicitly that the imposition of these taxes is one 
of the impelling reasons for these changes. Certainly, the savings in transpor- 
tation taxes is most persuasive when consideration is given to abandoning 
common-carrier carriage in favor of the purchase of equipment for private car- 
riage where no transportation tax will be incurred. And, the dollar-and-cents-tax 
outlay is not the only reason for this change. There is a psychological effect re- 
sulting from these unequal and discriminatory taxes as important if not more 
important than the amount of money involved. Once the decision to change is 
reached and an investment in trucking equipment is made we are beyond the 
point of return to common-carrier transportation. 

The illustrations I have given are not unique or isolated cases. Rather I 
believe them to be typical in our industry and they may be repeated in many 
industries and over a wide range of commodities which make up our commerce, 

We have come to a dangerous point in the maintenance of our common-carrier 
system of transportation so essential to our national defense. These changes in 
our methods of transportation are not in the public interest or to the safety of 
our Nation. If these transportation taxes are not a primary cause of this 
alarming situation they are most assuredly a major factor in the possible 
degeneration of our common-carrier system. 
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The repeal of these taxes has been advocated by our best economic and trans- 
portation authorities. I do not have knowledge of one argument in support of 
the retention of these taxes except it be our national need of revenues and this 
revenue feature is the subject of much debate. In the interest of the small 
business, the consuming public, a healthy transportation system, our national 
well-being, I urge that you take steps to repeal these discriminatory transporta- 
tion taxes. 


PREPARED STATEMENT OF BYRANT NOWLIN 


NowLIN Co., 
Fort Worth, Tex., December 9, 1957. 
Hon, Joun J. SPARKMAN, 
Senate Office Building, 
Washington, D.C. 

Dear SENATOR: I attended your committee hearing in Dallas on December 4, 
having learned of the meeting only the night before. 

I concur in the views presented before your group. However, there are two 
other points which I feel should be given some consideration, namely, what is 
small business and discrimination against small business in Government pur- 
chasing by GSA. 

Dollar volume in sales in each field of business is a more accurate criteria of 
size than by any other means. 

The 1956 report on small business participation in Government procurements, 
issued by the Select Committee on Small Business, United States Senate, is 
favored by everyone sincerely interested in more efficiency in Government. 

I charge that there is discrimination against small business on the following 
grounds: 

(1) Centralizing purchasing in Washington rather than the 11 regions of GSA. 

(2) Aggregate awards. 

(3) Forty percent cancellation clauses. An example of these points, Invitation 
GSA FN-4M-—A-11-18-57 issued November 4, 1957, Washington national buying 
office. 

(4) Open-end contracts over a term of 3, 6, or even 12 months. 

(5) Qualified products list. These tests cost from $45 to $150. Although we 
have sold many of these items to the Government under specification before they 
were placed on the qualified list, we can’t now. The cost of qualification 
eliminates us. Certified commercial laboratory reports would cost less, would 
serve the same purpose, take the Government out of the testing field, but are not 
acceptable. 

Over the past several years I have discussed these points, either in person 
or letter with Mr. Ray Martin, Small Business Administration, Dallas; Mr. John 
M. McGee, Regional Director for Federal Supply, GSA, region 7; Commissioner 
C. O. Bean, Washington, and even to the President. My efforts have been futile. 
The only argument has been economy, and I challenge this. 

I submit that equal opportunity to all who wish to sell the Government is 
not only a right to be expected by our people but a responsibility of our Govern- 
ment. There are areas where real economy could be practiced such as foreign 
aid and UNESCO which run into the billions of dollars, and the Little Rock 
oppression, $100,000 per day. 

I sincerely hope that the above points may be considered in your investigation 
and that some relief may come. 

Cordially, 
BRYANT NOWLIN. 


STATEMENT OF A. J. GAUTREAU, PorT ARTHUR, TEX. 
Porr ArTHUR, TEx., October 31, 1957. 
The SELEcT COMMITTEE ON SMALL BUSINESS, 
Dallas, Tex. 

GENTLEMEN : One of the most vital economic problems of the day is the effect 
of the present progressive tax structure, and high corporate rates, on our supply 
of venture capital. Both logic and the actual record of equity investment in 
recent years show the shortage of capital funds is only too real. The present 
excessive and discriminatory rates must be considered the greatest obstacle to 
our economic growth. 
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We are living in a tax motivated economy. Our profit system has become a 
tax system. That is to be expected when the tax rates run in excess of 50 per- 
cent. Like it or not, today’s businessmen must spend much time, which should 
go into serving their customers, in weighing their decisions in the light of the 
tax burden which will result. 

Realistically considered, the rising productivity of capital indicates that it is 
now more than ever important to remove tax obstructions to the formation of 
capital. There is more to be gained, in the way of an increased flow of goods 
and services, for each dollar of capital set free by tax reform. 

Tax relief for small-business corporations is necessary, because under present 
conditions small business finds it almost impossible to improve and grow. First 
of all, the $25,000 bracket was established about 30 years ago when the dollar 
was worth about 4 times its present value. A comparable first bracket should 
be nearer $100,000 today. Secondly, depreciation is caleulated upon historic 
values and the amounts which can be set up are totally unable to replace the 
depreciated facility. 

Thus the scarcity of capital because of the present tax structure on small 
corporations limits the output of goods and services, thereby stifling its growth 
and improvement. To make my point clear, there has recently been brought to 
my attention a situation which, by summary analysis herewith, more adequately 
points up this position: 

Some 20 years ago a small corporation built an office building which, of course, 
included the facilities of elevators. The original cost of those elevators ap- 
proximated $35,000 and the cost thereof was spread as a depreciation factor 
Over a 20-year life; thus today a sum of $35,000 in depreciation money was 
available. Upon thorough study it developed that a modernization of that eleva- 
tor facility was absolutely essential, and accordingly it was so authorized at a 
cost of some $85,000. Be mindful of the fact that the building as a whole 
and/or the value of the corporation were not enhanced in any way either in 
ralue or in services rendered to its tenants by the modernization of the elevator 
facilities, yet an additional capital of $50,000 was required to replace a unit 
which originally cost $35,000 and which in its inception rendered the same service 
as the present $85.000 unit is doing. Since the replacement of that facility was 
not necessarily worth $85,000 but because of economic factors only it cost that 
much more, yet its productivity and the earnings of the corporation have not 
increased and will not increase. 

It proves the fact that the corporation and/or its stockholders must be ready 
and willing to either forego profits of the future years or dig down into their 
own pockets and refund profits of the past years in order that its corporation 
may continue to exist. 

Because of the high rate of taxation both to the small corporations and then 
again to the individuals who may have received dividends from that ccerpora- 
tion, the remaining profits, or as one might say the take-home profits, are actually 
insufficient to maintain a small corporation in operation. Since the potential 
productivity of capital lost through tax obstruction is so great, it makes it im- 
possible to obtain such capital either from the stockholders or from operations. 
Tax reforms are thus essential. The only alternative, gentlemen, is for the 
small-business man to go slowly out of business. 

Yours very truly, 
A. J. GAUTREAU. 
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TUESDAY, DECEMBER 10, 1957 


UNITED States SENATE, 
SeLect COMMITTEE ON SMALL BUSINESS, 
Milwaukee, Wis. 

The committee met, pursuant to call, at 9:10 a. m. in room 325, 
United States post office and courthouse, 517 East Wisconsin Avenue, 
Milwaukee, Wis., Senator William Proxmire presiding. 

Present: Senators Proxmire (presiding) and ‘Thye. 

Also present: William J. Erickson, counsel; and Wiley S. Messick, 
counsel. 

Senator Proxmire. The hearing of the United States Senate Select 
Committee on Small Business will come to order. 

It is a great privilege to me to sit here in my home State of Wis- 
consin and preside as acting chairman of this committee. This com- 
mittee has performed an extremely useful and important service, not 
only for the people of America, but particularly for the people of Wis- 
consin, and I am especially honored to have with me the distinguished 
Senator from Minnesota, Senator Thye, who is not only the r ranking 
minority member of the committee, but was formerly chairman of the 
committee and has been active on the committee for as long as the 
committee has been in operation. 

As a matter of fact, Senator Thye has become recognized as one of 
the truly outstanding experts in the United States Senate on small 
business and especially on small-business taxation. 

This is the last of 14 hearings that have been held all over the coun- 
try from Boston, Mass., to Portland, Oreg., and from Miami to Los 
Angeles, and the purpose of the committee in holding hearings 
throughout the country, of course, is to permit small-business men to 
come without the terrific expense and time of traveling to Washing- 
ton and also, of course, to permit the committee to hear full and fair 
testimony in all sections and segments of the country. Five years 
igo similar hearings were held by this same committee, a series of 
recommendations were made as a result of those heari ings, and those 
recommendations were mighty successful because 4 out of 5 of the 
principal recommendations were substantially written into law. 

However, I think it is pretty obvious to most people who are in 
small business, or who have observed small business, that not enough 
has been done. The fact is that small business is badly off, that there 
has been a tremendous concentration of economic power, that there 
has been a pressure on small business because of this kind of compe- 
tition, because there has also been, of course, a pressure from tight 
money and credit, and so forth. But the purpose of these hearings— 
what we are interested in hearing today—ais the effect of Federal taxes 
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on small business, and I think that people who are in small business, 
or who have observed small business recognize that Federal taxes have 
restrained businesses from starting that should have started, because 
they prevent the kind of return from developing that should be there. 
They have prevented small business from expanding and growing and 
also from modernizing its plant and putting itself in a position where 
it can compete effectively with larger business units, and, of course, it 
is also clear that the taxes have prevented small business from surviv- 
ing the way it should. 

T want to depart just a moment to clear up an awkward i impression 
that I might have left with some of the witnesses, an impression which 
I certainly didn’t intend to leave, by a telegram which I sent to wit- 
nesses yesterday. I want to make it absolutely clear that I think 
small-business tax relief is not only desirable, but I think it is possible. 
I think it can be achieved, and this is precisely why I sent that tele- 
gram. I think that we can achieve small-business tax relief if we 
recognize the urgent need on the part of our Federal Government, in 
view of the military situation, to provide the kind of relief that will 
not be very costly to our Federal Gov ernment, and I think this can be 
done in a number of ways. It can be done because the legislative 
change you propose may be one which is not very costly to the Federal 
Government, or it may be one that contains a balancing feature to pro- 
vide relief needed for small business, or it may be that you might be 
able to supply us with proposals which will provide for another c =hange 
in the law that would compensate with increased revenue for the loss 
that would be suffered by the Federal Government in giving tax relief 
to smaller business. I don’t mean to say that this is essential to your 
testimony at all. It is just that it seemed to me, in view of what has 
— ned in the last couple of months, this is the kind of thing that 

ight be extremely helpful to us, because it is so important that we be 
ahks to enact into law some small-business tax relief. This hearing 
does have a dual purpose, the purpose in the first place of determining 
for the record how much small business is suffering, how badly small 
business is off ; and, in the second place, to get recommendations from 
small-business men and from other people who have observed small 
business in an expert professional capacity on how we can best achieve 
tax relief for small business. 

The members of the committee have heard all types and kinds of 
small business throughout the country during this investigation. 
There have been a number of witnesses in these 14 hearings, and many 
other people have filed written testimony. From all this information 
that has been derived all over the country, the committee will convene 
in Washington, and the 13 members of the committee will arrive at an 
omnibus small-business tax bill which will attempt to provide the 
kind of tax relief which is most in the interest of small business in 
terms of what it certainly deserves and needs. 

Well, having gone through that opening statement, I would like now 
to call on our very distinguished Senator from Minnesota, who is hon- 
oring us so today by being present, the former chairman of this com- 
mittee, Senator Thye, of Minnesota. 
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STATEMENT OF HON. EDWARD J. THYE, UNITED STATES SENATOR 
FROM MINNESOTA 


Senator Tuyr. Senator Proxmire and ladies and gentlemen, I am 
glad to be here in Wisconsin. It did necessitate my getting up before 
5 o’clock this morning back in Minnesota in order to be at the airport 
and take a plane and arrive here. But I am very much interested in 
the small-business man’s problems and how to resolve some of them 
and to assist in making possible the successful continuance of the 
small-business firm in our Nation. The small-business man is the 
beginning of large business. You can turn to Henry Ford’s establish- 
ment or any others, and they were small business in the beginnin 
Small business is the very backbone of this free enterprise system. it 
comprises your Main Streets of all of your towns and cities of your 
Nation, and if anything happens that destroys the small-business 
men, the free enterprise system. as you and I know it is in jeopardy. 
It is for that reason that when I entered upon my duties in Congress, 
I concerned myself with the small-business phase of our legislative 
work. I am the author of the bill that created the Small Business Ad- 
ministration which assists distressed businesses by making possible 
Federal assistance through loans. 

I shall always continue my efforts to help the small-business man. 
Our free enterprise system has served this Nation exceptionally well 
and has given us the highest standard of living ever recorded in the 
history of mankind. Small business has made a great contribution 
to this progress. Therefore, we must safeguard our small-business 
enterpriser. He can only exist providing the business atmosphere is 
conducive to growth and progress. 

Tax reduction is, in my humble opinion, a necessity if you are going 
to make it possible’ for the small enterpriser to continue com yetitively 
with the larger corporate structures. If you do not have the ability 
to save some of your earnings and reinvest them in your business 
establishment, of course you cannot grow, and without growth, you 
become almost static or ‘helpless in development. The purpose of 
this hearing is to bring Congress to you rather than you having to 
spend large. sums of money to come to Congress. During the session 
we are much busier than we are in the recess period, and we couldn’t 
have as many of you come before the committee as we can on this day 
in Milwaukee. 

I have attended many of these sessions. As the senior Republican 
on the committee and Senator Sparkman, the chairman, agreed last 
spring that we would conduct such hearings in the recess period of 
this year or the recess of Congress and we instructed the staff to pro- 
ceed to develop an agenda of hearings across the Nation. This is 
the last, as our chairman, Senator Proxmire, stated. We have had 
some successful hearings. We conducted some very successful hear- 
ings 5 years ago, and it was the basis of information and ideas that 
assisted Congress in drafting tax relief as was effected in that legisla- 
tive session of 1954, and so In report to you as one member representing 
you, because though I be from Minnesota, when we sit in Congress, 
we represent the Nation, and therefore, I am happy to be here as one 
of the United States Senators to listen to those of you who have a 
statement for us as a committee, and the other members of the com- 
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mittee that are not present will have the benefit of your statement ag 
the report is made. 

Thank you, Mr. Chairman, and I am anxious to listen to the testi- 
mony of the witnesses. 

Senator Proxmme. Thank you, Senator Thye. 

We have a letter and a statement from Senator Wiley which will be 
written into the record. We are very grateful to Senator Wiley for 
sending us that statement. : 

(The letter and statement referred to follow :) 


UNITED STATES SENATE, 
COMMITTEE ON THE JUDICIARY, 
December 7, 195?. 
Hon. WILIAM PROXMIRE, 
Acting Chairman, Senate Small Business Committee, 
Post Office and Courthouse Building, Milwaukee, Wis. 
DEAR SENATOR PROXMIRE: I am sorry that I will be unable to attend the hearing 
by your committee in Milwaukee, Tuesday, December 10. 
The pressure of work in Washington precludes my return to Wisconsin at this 
time. 
I hope that the committee will come up with some answers to some of the prob- 
lems of small business which can be put into beneficial legislation. 
Iam enclosing a statement which I would appreciate having read into the record 
of your hearing. 
Sincerely, 
ALEXANDER WILEY. 


STATEMENT OF Hon. ALEXANDER WILEY, UNITED STATES SENATOR FROM WISCONSIN 


I am grateful for the opportunity you have afforded me to make a statement on 
the position of the small-business man in today’s economy. 

In this, the age of missiles and satellites, I fear that we all too often tend to 
overlook the tremendous brainpower represented in our small industrial estab- 
lishments throughout the country. 

It is from these little plants with a few people working on small projects that 
we have acquired a large number of our greatest technological advances in the 
past. 

During World War II, the defense plant was the mainstay of our productive 
forces. Therefore, we must insist that our Department of Defense and Depart- 
ment of Commerce make careful evaluation and use of technical know-how of 
the small producers throughout our Nation. 


BRAINPOWER STOCKPILE 


Failure to utilize this wealth of scientific skill at a time when much of our 
attention must be focused on technological advancement could well be disastrous. 

I suggest, specifically, that the Department of Defense work still more closely 
with the Small Business Administration in compilation and maintenance of a 
permanent list of scientists and engineers who are working in small businesses 
throughout the country. This stockpile of scientific brainpower can be of tre- 
mendous value as we push forward with our research and development programs. 


VARIETY OF PROBLEMS FOR SMALL BUSINESS 


On an overall basis, I am aware that small-business men are faced with many 
and varied problems. Every day, my mail contains letters from operators of 
small businesses throughout the State of Wisconsin. Many of these people 
have been good enough to convey not only constructive criticism, but to offer 
their specific suggestions as to possible changes in legislation which would im- 
prove the general econolny. 


ANTITRUST ENFORCEMENT 


Among major complaints is the lack of proper enforcement of our antitrust 
laws. We, in Congress, must insist that these laws now on the books be rigidly 
enforced. Sound antitrust laws are vital in maintaining a diversified and 
strong economy. 
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EQUALITY OF OPPORTUNITY 







Another complaint is that of unfair competition. We have many laws which 
regulate competitive practices between business enterprises. We are always 
looking for means to further eliminate unfair practices. For example, we are 
now considering in the Judiciary Committee of the Senate the equality of op- 
portunity amendment to the Robinson-Patman Act. This particular measure 
has provisions which definitely strengthen our basic fair business practice legis- 
lation. Our committee studies on the bill are for the purpose of determining 
whether or not there are any incidental detrimental aspects of the proposal 
which could be cured by amendment, and so reduce the opposition. The bill 
has wide support in both Houses of Congress, and from the membership of both 
political parties. I hope that it will be sent from committee to the Senate floor 
early in the second session, so that it can be made part of the Nation’s law. 


SUBCONTRACTING AND SMALL BUSINESS 












Still another problem which has been called to my attention is the tendency 
of big business to take unto itself more and more of the Government contract 
jobs formerly performed by small business on a subcontract basis. We must 
make certain that operators of small plants throughout the country are given 
a fair share of the money expended by the Government for defense purposes. 
We must also be sure that big business does not use funds gained through 
Government contracts to force a small business out of existence. 


CREDIT RESTRICTIONS 






There is a constant demand from businessmen for relaxation of credit re- 
strictions. I was happy to note that the Federal Reserve has recently reduced 
its interest rates. However, we must keep a careful watch on the situation to 
ascertain whether or no this reduction is sufficient. 









WISCONSIN’S SMALL-BUSINESS ECONOMY 










The backbone of Wisconsin’s economy is small business. According to facts 
furnished me by the Small Business Administration in Washington, there are 
more than 100,000 businesses in the State which come under the definition of 
small business. Therefore, without a healthy climate for small business, the 
entire economy of our State suffers severely. 

In the past few years, there has been an intensified governmental interest 
in the welfare of the small-business man. President Hisenhower has expressed 
time and time again his vital concern for the well-being of this segment of the 
economy. 

In the first year of the President’s administration, the Small Business Admin- 
istration came into being. This agency has been responsible for lending more 
than $11 million to 219 business establishments in the State of Wisconsin. 

Through September of this year, Wisconsin businessmen had received $29,- 
711,141 in 580 Government contracts, thanks to the assistance of the SBA. 

























TAXES AND SMALL BUSINESS 
Some much-needed tax relief has been provided to the Nation’s small-business 
enterprises in the past few years. Many of the taxes which seemingly penal- 
ized the business for being small have now been eliminated or been reduced. 

In August of 1956, President Eisenhower named a Special Cabinet Committee 
on Small Business which subsequently made 14 recommendations including 
suggested changes in the tax laws. These recommendations, of course, were 
conditioned on the budgetary outlook. Members of both Houses of Congress 
have proposed many measures for specific tax relief for small business, many 
of which I have supported. However, the administration has been opposed to 
granting any premature tax cuts because of its interest in bringing the budget 
into balance. 

I, of course, am in favor of a balanced budget. However, I strongly believe 
that we must continue to examine carefully the tax structure as it affects the 
Small-business man. Our Government cannot afford to allow unwise taxation 
to force the small-business man to discontinue operation. This comes under 
the head of completely false economy. 
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A businessman who is forced to shut his doors ceases to be a taxpayer. In- 
stead of contributing to the welfare of the economy, he becomes a serious drain 
on it. Likewise, a business which loses money each year because of over- 
taxation is not contributing anything to the Federal Treasury. 

I am not in favor of sacrificing a small-business establishment and jeopardiz- 
ing the entire economic health of our Nation merely because we refuse to take 
a realistic view of our present tax structure. 


NEED FOR SUSTAINED HIGH BUDGET 


We are all aware that our budget can be very high in the next few years, 
Our Nation’s security, and possibly its very existence, depends on our main- 
taining our present program of scientific research and development, as well as 
a full-scale program of weapons production. 

This is unfortunate. But, nevertheless, it is a fact to which we must become 
accustomed. 

In order to maintain such a program as this, we must have a constant flow 
of funds into the Treasury. However, we must be sure these funds are not 
acquired in a manner which will create unjust and unwarranted difficulties for 
any segment of our economy. 

In every session of Congress, there are many proposed changes in our tax 
laws. At the present time, there are several measures under consideration which 
might grant relief to operators of small business. Among these is one which 
would provide a graduated tax scale on the income of the corporation, in place of 
the present normal and surtax rates applicable to corporate income. Another 
provides that a businessman be allowed deductions for money reinvested in 
business up to a certain level, equal to the amount of his additional reinvestment. 
Still another would allow for specific rates of depreciation on newly purchased 
used equipment. 

I have had a great deal of correspondence from my constituents concerning 
these and other tax bills. 

As you gentlemen of the committee know, tax legislation is always given 
careful consideration by Congress. If our budgetary outlook allows for tax 
reduction, I would support fair and equitable readjustment of our tax laws. 

Other important and constructive legislation related to taxes which we are 
reviewing in Congress includes the establishment of a voluntary pension plan 
by self-employed individuals which would allow deductions from the Federal 
income tax for certain amounts paid as a retirement deposit. 

Another which affects large numbers of our senior citizens would provide for 
the postponement of payment of estate taxes by privately owned small businesses. 
This would avoid the threat of Government foreclosures which all too often force 
small businesses operated by elderly citizens into undesirable mergers with 
larger corporations. 

Part of America’s strength lies in the fact that there is a tremendous economic 
base to draw upon. The opportunity for a business to begin small and to grow 
large has always been part of our basic democratic concept. We must not tax 
this opportunity out of existence. I sincerely hope that this committee will be 
able to gain from this hearing some constructive suggestions which will enable it 
to recommend beneficial tax legislation for the future. 

I thank the committee for giving me this opportunity to state my views. 


Senator Proxmme. Is Congressman Zablocki present? He may 
be able to come in later. I know he intends to come in and when he 
does come in, we will accord him the courtesy of recognizing him. 
Is Congressman Reuss present? Congressman Donald Tewes of the 
Second District of Wisconsin is recognized. Congressman Tewes. 


STATEMENT OF HON. DONALD E. TEWES, A REPRESENTATIVE 
IN CONGRESS FROM THE SECOND CONGRESSIONAL DISTRICT OF 
WISCONSIN 


Mr. Tewes. Thank you very much, Mr. Chairman. I join with you 
in extending to Senator Thye the welcome of Wisconsin. We know 
that Wisconsin and Minnesota have a great many things in common, 
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not only in small business, but in agricultural and all important na- 
tional affairs. We are appreciative of the fact that you did get up 
at 5 o’clock in the morning to come and join with us. 

Senator Tuyr. Congressman, some of my relatives are citizens of 
Wisconsin. In fact one of my younger brothers has been in the 
banking business in Wisconsin all of his adult years. 

Mr. Trewes. Your choice of Wisconsin as a State in which to gather 
information concerning small business is appropriate for, indus- 
trially, Wisconsin is a State on the march. 

Wisconsin has long been famous for its unequaled recreational 
facilities. Wisconsin is widely known for its agriculture. Wiscon- 
sin’s government at all levels is a continuing ‘laboratory which is 
constantly being studied by people from all over r the world. 

These things stem from one important fact. Wisconsin is popu- 
lated by an energetic, hard-working people. They are highly 
skilled, thrifty, and independent. Now, these people, adjusting them- 
selves to the changing requirements of their age, are diligently es- 
tablishing Wisconsin as one of the industrial centers of an industrial 
nation. 

This, then, is the background in which to consider the attitudes and 
problems of the Wisconsin small-business man, and while we are con- 
sidering those attitudes I would like to apologize for the state of my 
voice. I just got it back this morning after 3 days of being without it 
completely. 

No one speaks for them collectively, but I believe I qualify to make 
general observations concerning their beliefs. 

‘First of all, I am one of them. For 10 years, I have operated a 
“tiny” plastics manufacturing plant in W ‘aukesha. The firm has 
seen the day when Mrs. Tewes and I were its sole employees—and 
neither of us was paid. 

Second, I was the small-business representative on a statewide 
governor’s committee which made a study of Wisconsin’s economic 
future, with particular emphasis on the role of industry. 

Third, I was privileged to be the first chairman of the advisory 
board to Wisconsin’s new industrial development division, which is 
95 percent concerned with the development of small business. 

Finally, for a brief period now, I have been accorded the oppor- 
tunity to serve these people as one of their public officials. In this 
capacity, I have talked with them on the streets, in their places of 
business and in their meetings. I have read and replied to hundreds 
of their letters. 

And the single thread which dominates their opinions is the one 
again which characterizes the Wisconsin people. They reject gov- 
ernment as a crutch. They recognize that government cannot and 
should not try to accomplish ends which violate normal economic 
laws. They don’t regard the Government as being able to save any 
business which, given a reasonable chance, cannot save itself. 

On the other hand, they do expect the Government to conduct itself 
so that it recognizes the elements of the private- enterprise system. 
In short, they are willing to forgo all the promises of what govern- 
ment can do for them if government will not do so many things 
to them. Let government “observe certain basic economic laws in 
its relations with small business and all will be well. 
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Let me cite some examples: 

1. The success or failure of businesses, even large ones, must be 
judged over a period of time longer than 1 year. Government has 
wisely recognized this in permitting businesses to carry over tax 
losses against profits in subsequent years. Many of us have survived 
temporary setbacks because we were able to match some of our loss 
years against years of profit. 

This is a clear-cut instance of a government—not benevolent, not 
paternalistic and not acting in an unnatural way at all—recognizing 
one of the realities of our private-enterprise system. 

2. Adequate capital for investment is probably the one biggest sin- 
gle problem confronting the small-business man. Lending agencies 
do not regard loans of this nature as their prime source of return and, 
in the interests of safety for their depositors, are frequently pre- 
vented from making such loans. At the same time, Government tax 
policies drain off the small-business man’s main source of revenue 
for further investment—his own profits. 

The businessman recognizes that unless he expands his business, it 
will die. But the income tax bite is now so severe that the amount 
remaining for capital reinvestment is inconsequential. Our colleague, 
Representative Thomas Curtis of Missouri, who is recognized by all 
as a thoughtful economist, has proposed a bill which would make a 
significant contribution to this problem. In general, its provisions 
grant a tax-free status for those revenues, up to a stated maximum, 
which are actually reinvested in the business. 

Here again is a reasonable recognition of reality by government, 
and in adherence to a defensible economic proposition—that some 
income can better be reinvested in income-producing projects than 
harvested for the Government’s use. 

3. Almost all small businesses which succeed face a huge problem 
of assuring the company’s continued existence after the death of those 
who are primarily responsible for its growth. The necessity to pay 
confiscatory estate taxes in cash has forced the merger of many small 
concerns with large firms. This is unfortunate. Such a move gen- 
erally is made only because the Government has a pistol pointed at 
the heads of the owners’ family. Further, selling the business is 
usually quite contrary to the new owners’ wishes. 

Thus many second-generation leaders with the same instincts and 
flair which brought success to their fathers are discouraged from 
using these abilities. Congressman Curtis’ bill again would initiate 
an installment plan system for paying inheritances so that small firms 
are not needlessly sacrificed to secure cash. Such a system will per- 
mit continued operation of the enterprise while regular payments are 
made against assessed estate taxes. 

The foregoing are substantive matters. This committee should 
also examine administrative regulations of government and their 
effect on the businessman. For instance, a small manufacturer called 
me last week to relate a vexing problem. His firm is not large enough 
to employ a separate technical staff to service complaints on opera- 
tion of its product. Heretofore, a mechanic from the production line 
has been sent to make these troubleshooting calls around the country. 

Now, having been advised that strict reporting will be required by 
the Internal Revenue Service from individuals on expense accounts, 
his men are vigorously protesting against any further assignments 
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involving travel. They say they are unwilling to set up a bookkeep- 
ing system to stay in the employ of this owner 

My informant’s solution is to have the Government accept accurate 
records from the employer alone when expenses or number of indi- 
viduals involved are small. I believe the suggestion, one of many 
which are frequently discussed, is worth the committee’s time. 

Support for all these measures extends outside the business com- 
munity. Most Americans are aware that small business is a corner- 
stone of our economy. In fact, the welfare of small cities and towns 
is tied to the success of small business. 

Again I repeat that the encouragement and preservation of small 
business is not a matter of spoon feeding with concocted preferences 
and psuedo benefits. Most of such program which violate the laws of 
natural competition will, in the end, topple of their own weight. 
Instead, Wisconsin businessmen ask only that Government policies 
recognize the inherent realities of establishing and nurturing a small 
husiness. Government then will be a service to them as their instru- 
ment and not as their master. 

I am grateful for the time you have given me, 

Senator Proxmime. Thank you, Congressman Tewes. 

The Chair will recognize the distinguished mayor of Milwaukee, 
Wis., Frank Zeidler. We are very happy to have you here, Mayor. 


STATEMENT OF HON. FRANK P. ZEIDLER, MAYOR OF MILWAUKEE, 
WIS.; ACCOMPANIED BY ROLLAND D. BERGER, INDUSTRIAL DE- 
VELOPMENT COORDINATOR, MILWAUKEE, WIS. 


Mr. Zriwier. Senator Proxmire and Senator Thye, on behalf of 
the people of the city, we desire to extend our welcome. We are 
very proud to have you here, and we know that the testimony which 
you will receive from Milwaukee and southeastern Wisconsin resi- 
dents will be of great significance to this subcommittee of the Small 
Business Committee of the Senate. I have brought with me Mr. 
Rolland D. Berger, industrial development coordinator, who will file 
a statement and may want to make a few remarks. My remarks 
shall be brief. 

First of all, I am very happy that your committee has come here 
because it has served to put a focus on the problem of the survival 
of small business. The city of Milwaukee itself is interested in this 
problem. We are doing what other cities have done and what States 
have done. We have set up a department, though small at the present 
time, headed by Mr. Berger, to try to encourage the retention of 
older businesses in the city of Milwaukee so we don’t lose our tax 
base and at the same time to encourage new businesses to come here 
and new small businesses to start. This is a very difficult problem 
for us because we do not have the free use of land since our bounda- 
ries are pretty well filled up to their borders, but Mr. Berger, I am 
happy to say, is making some success out of his efforts to find new 
sites and to encourage business to come here. We are also concerned 
with the physical problem of businesses because we recognize that 
when the total taxation of Federal, State, and local government is 
added to the cost of business, it has a very significant weight on the 
business—not that we say that any of this taxation is incorrect. 
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If people desire a high standard of living it comes usually out of 
their forms of taxation. 

There is one point I would like to make to you especially, and this 
is one that has been of some interest to me and that is, while you are 
interested in the impact of taxes on business, I hope that sometime 
your committee can study the effect of fence-me-in laws. One of the 
greatest problems that I think you are facing in this community or 
in the Nation is the fact that we do not have, as I have said before, a 
completely free enterprise system. Rather, we have a system in which 
many of its upper echelon regions are fairly well protected. A 
small-business man has a tough time breaking through the crust that 
has been developed for those who have been in before. I do not 
want to spell this out, but I think there is ample literature on record 
which points out that if the small-business man is to start or if a man 
is to begin in a small business, he oftentimes encounters protective 
decisions which have already been worked into laws. When [I lis- 
tened to Representative Tewes’ statement about the administrative 
difficulties, it is interesting to point out that most of the regulations 
that come on business, against which business is protesting at the 
present time, have come from other business designed to protect itself, 
and I think this idea of freeing the arteries so that if you want a 
free-enterprise system, you can really have it by allowing full and 
widespread competition is one of the most important factors that you 
ought to consider. 

I am making this statement to you because one of the vice presidents 
of General Electric came to Milwaukee—that is, he was a vice presi- 
dent. 1 understand he has been relieved of his position. He came here 
and he made an attack on me, saying that I was opposed to the free- 
enterprise system, largely on the basis of a speech that I had made in the 
University of Wisconsin in pointing out that most of the larger busi- 
nesses such as he represented are fairly well protected and are some- 
what monopolistic in character, and it was my feeling that if you 
are to have a truly free-enterprise system, the opportunities must be 
available for smaller individuals to try to get into business for them- 
selves, and as things stand now, it is often very difficult. 

Again I say, I do not want to spell out the specific instances, but I 
think you are all aware of conditions where it is very difficult for a 
small-business man to break into certain fields. I have said enough. 
I don’t want my statement here in any way to diminish the most im- 
portant fact, namely, that we are very happy that you are here and 
that you are giving an opportunity for people in our region who are 
in business to explain to you their problems in the hope that the 
proper atmosphere might be created for their survival and for their 
continued prosperity. By your leave I would like to have Mr. Berger 
file his statement, and if he wants to and you will permit him to make 
some remarks on it. 

Senator Proxmire. Mr. Berger. 

Mr. Bereer. Gentlemen, because of the long agenda that the com- 
mittee has before it, I have prepared a written statement and would 
be glad to file it at this time. 

Senator Proxmire. We appreciate that very much. Fine. Thank 
you, Mayor Zeidler, and thank you, Mr. Berger, very much. 
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(The statement referred to is as follows :) 


STATEMENT OF ROLLAND D. Bercer, INDUSTRIAL DEVELOPMENT COORDINATOR, CITY 
oF MILWAUKEE 


Gentlemen, my name is Rolland D. Berger. I am the industrial development 
coordinator for the city of Milwaukee. I am also serving as secretary to the 
Wisconsin Development Corp.; this corporation is concerned with the financing 
of small growing manufacturing concerns in Wisconsin. For 8 years I served 
as a professor at the University of Wisconsin, specializing in community and 
economic development work. 

The city of Milwaukee is deeply concerned with the need for creating a 
situation in which industrial concerns can grow efficiently and profitably. Our 
survival as a city depends on our ability to maintain a strong industrial base; 
we depend heavily on real and personal property taxes from industry. We de- 
pend on a steady supply of small new growing concerns to replace those that have 
to go out of business. During the last decade 441 new manufacturing plants 
were started in Milwaukee County; they averaged 12 employees during their 
first year of operation. 

While we are very much concerned with the impact of Federal taxation on 
small business, it should not be considered apart from the impact of taxation on 
big business. Both small businesses and big businesses are needed. The Federal 
tax policy is formulated in part to help small businesses grow into big businesses. 
The small corporation with earnings less than $25,000 is able to retain a larger 
percentage of its profits than the company with earnings over $25,000. In some 
cases the small corporation uses the money gained to more rapidly expand; this 
kind of corporation soon grows. 

However, I have observed a significant number of small companies in which 
the decision to expand has been reversed because the earnings from the expansion 
would put the company into the 52-percent bracket. The higher rate of taxation 
makes the concern seriously question the wisdom of an expansion program which 
might endanger an otherwise successful small enterprise. Under these circum- 
stances there is as much or more to be said for narrowing the gap between 
bracket rates as there is for increasing the gap. 

I believe that more rapid amortization schedules would do a great deal to 
encourage the growth of small companies. They undoubtedly would improve the 
small corporation’s ability to finance expansion programs. All concerns should 
have equal access to rapid amortization schedules. 


Senator Proxmrre. Is there a representative from Governor Thom- 
son’s office here? If not, the Chair will recognize the first witness 
from business, and I might say, incidentally, that what I am going to 
try to do here is call off your name, the company you represent or the 
association, or whatever other connection there may be, and your 
address, and then, if I am wrong, please correct me. The first witness 
will be Mr. Herman Williams, Williams Steel & Supply Co., Milwau- 
kee, Wis. We are very happy to have you here, Mr. Williams. 


STATEMENT OF HERMAN WILLIAMS, PRESIDENT, WILLIAMS 
STEEL & SUPPLY CO., MILWAUKEE, WIS. 


Mr. Wittr1ams. Gentlemen, our company is small business, and, in 
order to bring this to the point, we have divided my few remarks into 
our identification, our purpose and function, our growth, our competi- 
tion, our problems, our suggestions, and the importance of small busi- 
ness to the national economy. 

I am president of Williams Steel & Supply Co. We employ 16 full- 
time employees. We occupy 3 separate locations in the city of 
Milwaukee for our operations, although it would be much more to our 
advantage to consolidate and run our business in 1 location. Our 
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equipment consists of two 10,000-pound overhead cranes, a crawler 
crane, steel-cutting equipment, angle shears, cutoff saw, torches, band- 
ing equipment, marking equipment, and such other equipment for the 
loading, unloading, storing, and processing of new steel. 


OUR PURPOSE AND FUNCTION 


Williams Steel & Supply Co. operates as a steel distributor whose 
function is to have steel items on hand for immediate delivery as 
required by manufacturers, steel fabricators, welders, repair shops, 
and large industry. We buy steel in carload lots from the major steel 
mills in the country and it is our responsibility to guarantee quality 
and availability and to cut this steel to size as required by our custom- 
ers. In times of steel shortages, we are the extension of the arm of 
the purchasing department of steel users in supplying their require- 
ments or helping to find it. In times when steel is in normal supply, 
we are an extension of the arm of the sales department of steel mills in 
helping them distribute steel to the end users. Our principal function 
is to service the small manufacturer and small steel fabricator who are 
not in a position to order steel in mill quantities. 


OUR GROWTII 


Per schedule 1 attached (see p. 1387), we show our growth and 
progress during the past 9 years. 

I have the schedule attached for your information. Briefly I might 
say that in the past 9 years our sales increased approximately 400 
percent, our net worth increased 300 percent. 

During the past 9 years our company paid income taxes amounting 
to $107,847.47. During that time, no cash dividends whatsoever have 
been paid out and all net income has been retained in order that our 
company might remain competitive in the field. Our inventory, which 
is the very heart and backbone of our business, grew from $63,907.88 to 
$231,760.20. In order to increase the amount of inventory and facili- 
ties to service our customers, it took all of our net income for the past 
{1 years plus $76,100 of loans and borrowing. 

Those figures, as I said before, are as of the end of December 1956. 

As of the end of November 1957, the inventory increased to $335,- 
282.06 and the amount of borrowing rose to $189,100. 

It is very difficult to repay the loans without drastically reducing 
the amount of inventory carried on hand. 


OUR COMPETITION 


Our competition is primarily from large steel warehouses which are 
owned and controlled by the steel mills, such as Joseph T. Ryerson & 
Son, Inc. owned and controlled by the Inland Steel Co.; the United 
States Steel Supply Co. owned by the United States Steel Corp.; 
Jones & Laughlin Steel Warehouse Division owned and controlled by 
the Jones & Laughlin Steel Corp. Our competition is also from other 
multimillion dollar large steel warehouses who have many branches 
in Milwaukee and elsewhere. While these warehouses are not owned 
by the steel mills, they have a history of much longer duration than 
our company. 
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OUR PROBLEMS 


Our most serious problem is one which typically faces small. busi- 
ness; the lack of readily available working ¢ apital. 

We have not been able to retain enough earnings in the business to 
hold our place in the industry, in the economy and among our com- 
petitors, 

This is in spite of the fact that our company has not been able to 
pay any cash dividends but has paid in income taxes $107,847.47 during 
the past 9 years and all earnings have been retained in the cor poration. 

Our company today urgently needs a new building to properly and 
adequately and economically store our increased inventory. Our 
largest competitor in Milwaukee, steel-mill owned, has recently in- 
stalled a new multi-million-dollar warehouse. 

Our company’s ability to give maximum service required by small 
steel users 1s seriously curtailed by our need for increased and more 
modern shearing, flame cutting, and steel-bending equipment. 

It is a known fact that whatever you need and ‘do not procure you 
will pay for it whether you buy it or not. 

Unless Williams Steel & Supply Co. and other similar small steel 
distributors can grow and become more competitive, we will be forced 
out of the steel warehousing picture. 


OUR SUGGESTIONS 


The three points which I believe should be incorporated in our tax 
law for purposes of preserving and strengthening small business are 
as follows: 

Point 1. The Internal Revenue Code of 1954 should be amended to 
permit the same accelerated depreciation to used machinery and equip- 
ment now available to purchasers of new equipment. This present 
depreciation schedule places an unfair burden on small industry, who 
because of capital limitations, must often resort to purchasing used 
machinery or equipment. This right of accelerated depreciation for 
used machinery and equipment would aid in improving the financial 
position and enable small business to be more competitive. Schedule 2 
attached illustrates the points. 

Point 2, the lump-sum payment of estate taxes in the event of the 
decease in the case of a small business owner results in a sharp de- 
crease of working capital. In extreme cases, oro ation of the busi- 
ness may be necessary in order to pay the estate-tax liability. This 
may be illustrated as follows: 

Business A is a sole proprietorship with current assets of $50,000 
and current liabilities of $25,000. Thus the working capital ratio is 
2 to 1, considered good in credit circles. Should the owner die and 
estate taxes amount to, say, $30,000, the working capital ratio would 
drop four-fifths to 1, insufficient to satisfy current liabilities and 
resulting in possible forced liquidation of fixed and other assets. 

This is a twofold tragedy, since not only is the rye deprived of 
earnings from the business unit, but liquidation of the business de- 
prives the Government of a source of potential taxation. This ex- 
treme hardship should be removed by giving the taxpayer the option 
of paying the estate taxes in installments over a period of years. 
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Point 3, we urge the adoption of the principle of the graduated 
corporate tax for small business. Present corporation taxes at 30 
percent normal tax and 22 percent surtax are not graduated, but apply 
equally to both large and small corporations. The disdvantage is 
borne by the small corporation where tax payments at such rates are 
a constant drain on available working capital. 

We urge the adoption with some refinements of the graduated cor- 
porate tax schedule as suggested by Senator John Sparkman and 
which we submit as schedule 3 attached. 

This suggested schedule would eliminate the present normal and 
surtax and would provide instead a graduated tax beginning at 5 
percent on the first $5,000 of net income and increasing in 7 evenly 
graduated stages to a top rate of 55 percent on all net income over 
$100,000. Most small businesses are unable to receive adequate cap- 
ital by public offering of securities, such as stocks and bonds, nor can 
they borrow money from banks and investment companies as is avail- 
able to large corporations. 

It is only by the retention of earnings that small business can grow 
and remain competitive. It is essential and urgent that small business 
be allowed to survive and remain competitive. Not only will this give 
life and encouragement to small business, but it will also increase the 
general economy and prosperity of our Nation. 

With the additional working capital made available by such a tax 
proposal, Williams Steel & Supply Co. could greatly increase the 
scope of its service to its small-business customers by enlarging its 
facilities, equipment, and inventory as previously stated. 

All of this adds up to our employment of a greater number of per- 
sons in our plant and organization, a greater expenditure of capital, 
and a contribution to the national economy of our country. 

Whatever program you gentlemen see fit to propose, I know of 
thousands of companies who will not take advantage of your pro- 
posals of aid. 

These companies are businesses that have failed at the rate of over 
1,000 businesses per month and at a rate of 4 percent above the 1,101 
failures per month occurring last year and exceeding the prewar totals 
for August in 1939 and 1940. 

Business failures in August 1957 were 8 percent higher than the 
previous month, deviated from the seasonal downtrend that usually 
runs from June through September and reached the highest number 
in 3 months. 

Historically, the greatest percentage of business failures occurs in 
the small business area. In the more than 20-year period from 1934 
failures for businesses with over $1 million of liability have averaged 
less than one-half of 1 percent. On the other hand, failures for busi- 
nesses having liabilities between $5,000 and $25,000 averaged approxi- 
mately 50 percent. Statistics prepared by Dun & Bradstreet, Inc., for 
the period from 1934 to June 1957 show graphically that business fail- 
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ure distribution is heavily weighted by small business. In the last 
full year, 1956, the picture is as follows: 


Percent 
Size of liability : of failures 


Under $5, 14.7 
$5,000 to $25, 48. 8 
$25,000 to $100,000 
$100,000 to $1,000,000 
Over $1,000,000 

Total 

Mr. Erickson. Excuse me, Mr. Williams. Mr. Chairman, if I may 
interrupt. 

Senator Proxmire. Yes. 

Mr. Erickson. When you are talking about the failures averaging 
approximately 50 percent, you are not ti alking about failures to starts; 
you are talking about failures of one segment, total failures, all the 
way through, Mr. Williams? 

Mr. WituiaMs. Yes. 

Mr. Erickson. Thank you. I just wanted to clarify that for the 
record. 

Senator Proxmire. Thank you, Mr. Erickson. 

Mr. WittraMs. The statistics which I have herewith quoted are only 
of business failures and do not include the many many thousands of 
businesses which are closed because their management could not com- 
pete, their returns were not sufficient and they voluntarily terminated 
their business in order to escape inevitable failure. It is unfortunate 
that I do not have the exact figures of the crushed hopes and ambi- 
tions of millions who have given up because they just couldn’t stand 
the pace. 

Bigger and bigger businesses means bigger and bigger government 
with ‘bigger and Digger unions with more and more control, more and 
more complic ated laws and if allowed to continue would eventually 
lead to indifference on the part of our population that would encourage 
the “let the Government take it over and run it” attitude. 

This attitude is contrary to free enterprise in our democratic system 
of government. 

Gentlemen, it is no longer a matter of whether relief is necessary, 
the only question when. 

Once we have determined that it is a matter of when, I urge and 
say to you the time is now. 

Delayed action is just as bad as no action at all as is proven so 
conclusively by the great number of business failures confronting us. 

Small business is fighting for its very existence and must spend 
too much time defending itself struggling for unavailable capital 
rather than spending time developing itself through greater sales 
efforts and service efforts which make continued success and growth 
possible. 

For small business, it is later than you think. 

Gentlemen, I want to take this opportunity of thanking you to- 
gether with your tax counsel for your courtesy, your patience, and 
your time not only here but being away from. your offices and your 
families. I sincerely trust and hope that these hearings which you 





1384 TAX PROBLEMS OF SMALL BUSINESS 


are scheduling throughout the country will be the start of an im- 
mediate program of prompt action to serve small business. 

Senator Proxmire. Thank you very much, Mr. Williams. Will you 
wait just 1 minute? I want to ask Congressman Tewes if he will come 
up here. I beg your pardon. I should have requested you to come up 
here in the first place. We would like very much to have your as- 
sistance in asking questions and so forth. 

Mr. Tewes. I am grateful for that, but I have to leave in : few 
moments. I am about to come up there and bid my adieus. Thank 
you very much. 

Senator Proxmire. Certainly. 

Before we ask you questions, Mr. Williams, I would like to be sure 
that the schedules that Mr. Williams did not read but are in his testi- 
mony, pages 12 through 16, all of his statement, are incorporated into 


the record. 
(The full statement and schedules referred to follow :) 


SuGcestep Tax RELIEF FoR SMALL-BUSINESS MEN 


(Prepared by Williams Steel & Supply Co., Milwaukee, Wis., Herman Williams, 
president) 


OUR IDENTIFICATION 


My name is Herman Williams, president of Williams Steel & Supply Co., of 
Milwaukee, Wis. We employ 16 full-time employees, and we occupy 3 separate 
locations in the city of Milwaukee for our operations although it would be much 
to our advantage to consolidate and run our business in one location. Our 
equipment consists of two 10,000-pound overhead cranes, a %-yard crawler 
crane, steel-cutting equipment, such as angle shears, abrasive cutoff saw, torches, 
banding equipment, marking equipment and such other equipment for the load- 
ing, unloading, storing, and processing of new steel. 


OUR PURPOSE AND FUNCTION 


Williams Steel & Supply Co. operates as a steel distributor whose function 
is to have steel items on hand for immediate delivery as required by manu- 
facturers, steel fabricators, welders, repair shops and large industry. We 
buy steel in carload lots from the major steel mills “ 1 the country and it is 
our responsibility to guarantee quality and availability and to cut this steel 
to size as required by our customers. In times of steel shortages, we are the 
extension of the arm of the purchasing department of steel users in supplying 
their requirements or helping to find it. In times when steel is in normal supply, 
we are an extension of the arm of the sales department of steel mills in helping 
them distribute steel to the end users. Our principal function is to service the 
small manufacturer and small steel fabricator who are not in a position to 
order steel in mill quantities. 


OUR GROWTH 


Per schedule No. 1 attached, we show our growth and progress during the 
past 9 years. During the past 9 years our company paid income taxes amount- 
ing to $107,847.47. During that time, no cash dividends whatsoever have been 
paid out and all net income has been retained in order that our company might 
remain competitive in the field. Our inventory which is the very heart and 
backbone of our business grew from $63,907.88 to $231,760.20. In order to in- 
crease the amount of inventory and facilities to service our customers, it took 
all of our net income for the past 9 years plus $76,100 of loans and borrowing. 

As of the end of November 1957 the inventory increased to $335,282.06 and 
the amount of borrowing arose to $189,100, 

It is very difficult to repay the loans without drastically reducing the amount 
of inventory carried on hand. 
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OUR COMPETITION 


Our. competition is primarily from large steel warehouses which are owned 
and controlled by the steel mills, such as Joseph T. Ryerson & Son, Inc., owned 
and controlled by the Inland Steel Co.; the United States Steel Supply Co., 
owned by the United States Steel Corp.; Jones & Laughlin Steel warehouse 
division, owned and controlled by the Jones & Laughlin Steel Corp. Our com- 
petition is also from other multimillion dollar large steel warehouses who have 
many branches in Milwaukee and elsewhere. While these warehouses are not 
owned by the steel mills, they have a history of much longer duration than our 
company. 

OUR PROBLEMS 


Our most serious problem is one which typically faces small business; the lack 
of readily available working capital. 

We have not been able to retain enough earnings in the business to hold our 
place in the industry, in the economy, and among our competitors. 

This is in spite of the fact that our company has not been able to pay any 
cash dividends but has paid in income taxes $107,847.47 during the past 9 years 
and all earnings have been retained in the corporation. 

Our company today urgently needs a new building to properly and adequately 
and economically store our increased inventory. Our largest competitor in 
Milwaukee, steel-mill owned, has recently installed a new multimillion dollar 
warehouse. 

Our company’s ability to give maximum service required by small steel users 
is seriously curtailed by our need for increased and more modern shearing, flame 
cutting, and steel bending equipment. 

It is a known fact that whatever you need and do not procure you will pay 
for it whether you buy it or not. 

Unless Williams Steel & Supply Co. and other similar small steel distributors 
can grow and become more competitive, we will be forced out of the steel 
warehousing picture. 

OUR SUGGESTIONS 


The three points which I believe should be incorporated in our tax law for 
purposes of preserving and strengthening small business are as follows: 


Point.1 


The Internal Revenue Code of 1954 should be amended to permit the same ac- 
eelerated depreciation to used machinery and equipment now available to pur- 
chasers of new equipment. This present depreciation schedule places an unfair 
burden on small industry who because of capital limitations must often resort to 
purchasing used machinery or equipment. This right of accelerated depreciation 
for used machinery and equipment would aid in improving the financial position 
and enable small business to be more competitive. Schedule No. 2, attached, 
illustrates the points. 

Point 2 

The lump-sum payment of estate taxes in the event of the decease in the case of 
a small-business owner results in a sharp decrease of working capital. In extreme 
cases liquidation of the business may be necessary in order to pay the estate tax 
liability. This may be illustrated as follows: Business A is a sole proprietorship 
with current assets of $50,000 and current liabilities of $25,000. Thus, the work- 
ing capital ratio is 2 to 1, considered good in credit circles. Should the owner die 
and estate taxes amount to, say, $30,000, the working capital ratio would drop 
four-fifths to 1, insufficient to satisfy current liabilities and resulting in possible 
forced liquidation of fixed and other assets, 

This is a twofold tragedy, since not only is the family deprived of earnings 
from the business unit, but liquidation of the business deprives the Government 
of a source of potential taxation. This extreme hardship should be removed by 
giving the taxpayer the option of paying the estate taxes in installments over a 
period of years. 


Point 3 


We urge the adoption of the principle of the graduated corporate tax for small 
business. Present corporation taxes at 30 percent normal tax and 22 percent 
surtax are not graduated but apply equally to both large and small corporations. 
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The disadvantage is borne by the small corporation where taxpayments at such 
rates are a constant drain on available working capital. 

We urge the adoption with some refinements of the graduated corporate tax 
schedule as suggested by Senator John Sparkman and which we submit as sched- 
ule No. 3, attached. 

This suggested schedule would eliminate the present normal and surtax and 
would provide instead a graduated tax beginning at 5 percent on the first $5,000 
of net income and increasing in 7 evenly graduated stages to a top rate of 55 per- 
cent on all net income over $100,000. 

Most small businesses are unable to receive adequate capital by public offer- 
ing of securities, such as stocks and bonds, nor can they borrow money from 
banks and investment companies as is available to large corporations. 

It is only by the retention of earnings that small business can grow and 
remain competitive. It is essential and urgent that small business be allowed 
to survive and remain competitive. Not only will this give life and encourage- 
ment to small business, but it will also increase the general economy and 
prosperity of our Nation. 

With the additional working capital made available by such a tax proposal, 
Williams Steel & Supply Co. could greatly increase the scope of its service to 
its small-business customers by enlarging its facilities, equipment, and inven- 
tory as previously stated. 

All of this adds up to our employment of a greater number of persons in our 
plant and organization, a greater expenditure of capital, and a contribution 
to the national economy. 


CRITICAL IMPORTANCE OF SMALL BUSINESS TO THE ECONOMIC AND POLITICAL HEALTH 
OF OUR NATION 


Whatever program you gentlemen see fit to propose, I know of thousands of 
companies who will not take advantage of your proposals of aid. 

These companies are businesses that have failed at the rate of over 1,000 
businesses per month and at a rate of 4 percent above the 1,101 failures per 
month occurring last year and exceeding the prewar totals for August in 1939 
and 1940. 

Business failures in August 1957 were 8 percent higher than the previous 
month, deviated from the seasonal downtrend that usually runs from June 
through September and reached the highest number in 3 months. 

Historically, the greatest percentage of business failures occurs in the small- 
business area. In the more than 20-year period from 1934 failures for busineses 
with over $1 million of liability have averaged less than one-half of 1 percent. 
On the other hand, failures for businesses having liabilities between $5,000 and 
$25,000 averaged approximately 50 percent. Statistics prepared by Dun & 
Bradstreet, Inc., for the period from 1934 to June 1957 show graphically that 
business failure distribution is heavily weighted by small business. In the last 
full year, 1956, the picture is as follows: 

Percent 
Size of liability : of failures 
Under $5,000 
$5,000 to $25,000 
$25,000 to $100,000 
$100,000 to $1,000,000 
Over $1,000,000 


The statistics which I have herewith quoted are only of business failures and do 
not include the many many thousands of businesses which are closed because 
their management could not compete, their returns were not sufficient and they 
voluntarily treminated their business in order to escape inevitable failure. It 
is unfortunate that I do not have the exact figures of the crushed hopes and 
ambitions of millions who have given up because they just couldn’t stand the 
pace. 

Bigger and bigger businesses means bigger and bigger Government with bigger 
and bigger unions with more and more control, more and more complicated laws 
and if allowed to continue would eventually lead to indifference on the part of 
our population that would encourage the “let the Government take it over and 
run it” attitude. 
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This attitude is contrary to free enterprise in our democratic system of 
government. 

Gentlemen, it is no longer a matter of whether relief is necessary, the only 
question “when”. 

Once we have determined that it is a matter of when, I urge and say to you the 
time is now. 

Delayed action is just as bad as no action at all as is proven so conclusively 
by the great number of business failures confronting us. 

Small business is fighting for its very existence and must spend too much 
time defending itself struggling for unavailable capital rather than spending 
time developing itself through greater sales efforts and service efforts which make 
continued success and growth possible. 

For small business, it is later than you think. 

Gentlemen, I want to take this opportunity of thanking you together with your 
tax counsel for your courtesy, your patience, and your time not only here but 
being away from your offices and your families. I sincerely trust and hope that 
these hearings which you are scheduling throughout the country will be the 
start of an immediate program of prompt action to serve small business. 


Exursit 9 (A) 
SCHEDULE 1.—9-year capital history of Williams Steel & Supply Co., Milwaukee, 





























Wis. 
a | | 
Fiscal | Income | Wisconsin Cash Net 
year Net sales before (and Federal Net divi- worth, Loans Inven- 
ending | } taxes | income income dend end of owed tory 
Dec. 31 taxes | paid year 
ee ————|_-—~ —--|- 
| i 
Ew ene | .61 | $15, 323. 83 $4, 086.18 | $11, 237.65 |_.....- |$51, 237. 65 |$13, 089. 20 |$63, 907. 88 
1949 } 3. 31 (12, 534. 26)|} (2,797.58)} (9, 736. 68)}__..._._| 41, 500. 97 9, 849. 75 | 23, 832. 72 
1950 .97 | 41, 687.18 16, 054. 86 25, 632, 32 |...... 66, 103, Gi of ..cncsee 24, 268. 91 
1951 - . .-| 1, 121, 572. 32 41,077.08 | 21, 387. 33 19, 689. 75 | _- ..| 85, 793. 56 sa 59, 859. 75 
fe. a oes - } 1,011, 546. 39 | 6, 367. 35 | 2, 389. 57 3, 977. 7! .....--| 89, 771. 34 | 26,000.00 |108, 829. 01 
1953__.....| 1,013, 205. 91 8,820.38 | 3,059.07 5, 761.31 |_...... | 95, 532. 65 | 23, 600.00 |112, 217. 29 
I ich 502, 040. 56 | (43, 122.06)| (4, 926.35)} (38, 195. 71)|_.._...-_| 56, 986. 94 | 93, 700.00 |106, 798. 07 
BGO s etcue | 1, 207, 209. 85 63, 123. 04 14, 804. 64 48, 318. 40 sis ula atalioe 1105, 305. 34 | 76, 100.00 |126, 356. 81 
1956. ......| 2,079, 416. 26 | 107, 685. 78 53, 789. 75 53, 896. 03 _.|159, 201. 37 | 76,100.00 |231, 7€0. 20 
9-year | 
total...| 8, 475, 061.18 |!228, 428. 32 |? 107, 847. 47 |? 120, 580. 85 -- lL cpenseceon séhbebekde 
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1100 percent. 

? 47 percent. 

? 53 percent, 
Exursit 9 (B) 
SCHEDULE 2. ADVANTAGES OF ACCELERATED DEPRECIATION ON USED MACHINERY 
FOR SMALL BUSINESS 


The Internal Revenue Code of 1954 liberalized depreciation allowances by ex- 
tending the use of accelerated methods such as “declining balance” and “sum 
of the digits.” However, these liberalized methods in the case of depreciable 
assets apply only to tangible property with a useful life of 3 years or more— 
1. Which was constructed, reconstructed, or erected after December 31, 
1953, and then only to such construction or erection which is properly 
attributable after December 31, 1953; or 
2. Was acquired after December 31, 1953, if the original use commences 
after that date. 

It will be noted that used property is not included under these liberalized pro- 
visions of the 1954 code. The Senate committee report, 88d Congress, 2d session 
(S. Rept. No. 1622 (1954) (25) general report on sec. 16) has this to say: 

“The application of the new methods to used property might artificially en- 
courage transfers and exchanges of partially depreciated assets motivated only 
by tax considerations.” 

Some of the reasons given in the committee report for including these liberal- 
ized provisions in the 1954 code are: 

1. The stimulus to investment through liberalized depreciation is most im- 
portant with respect to the creation of new assets. 

2. The incentives resulting from the changes are well timed to help maintain 
the present high level of investment in plant and equipment. 

3. The acceleration in the speed of the tax-free recovery of costs is of critical 
importance in the decision of management to incur risk. 
















1388 TAX PROBLEMS OF SMALL BUSINESS 


4. The faster tax writeoff would increase available working capital and ma- 
terially aid growing businesses in the financing of their expansion. 

5. Liberalized depreciation policies should assist modernization and expan- 
sion of industrial capacity with resulting economic growth, increased production 
and a higher standard of living. 

There is, of course, no distinction made between small and large business 
in the foregoing reasons. What applies to large business must of necessity also 
apply to small enterprise. The committee must have had this in mind because 
it stated : 

“Small business and farmers particularly have a vital stake in a more liberal 
and constructive depreciation policy. They are especially dependent on their 
current earnings or short term loans to obtain funds for expansion. The faster 
recovery of capital investment provided by this bill will permit them to secure 
short term loans which would otherwise not be available.” 

However, no recognition is given to the fact that many small business con- 
cerns will buy used machinery or acquire old plants which cannot participate in 
the accelerated provisions of the 1954 code. These properties can only be 
depreciated on the straight-line basis. An example of retention of working capi- 
tal is graphically shown in the following illustration : 


EXxuisir 9 (C) 


Cost of used machinery, $60,000 estimated useful life, 5 years 
S 


Straight line method | Sum of the digits method 
i] 
; i | ca | | 

Year | Fraction Amount of |} Year Fraction Amount of 
depreciation depreciation 

| | 
“Seem ote: ee” ee Kio. Toe eee Bil be Ma wea = oe ~ 
as ; ¥%, | SiS WOO ls 64k... ws te od 545 $20, 000 
2.2 ‘ le | 12,000 }} 2.......- . “5 | 16, 000 
SEL .| ls 12, 000 || 3._ 345 | 12, 000 
455... VY 12, 000 || 4... - 45 | 8, 000 
5... | ls 12, 000 |} 5..-- V5 4, 000 
fs ie ns > | ‘ a 
Total | 60, 000 Total 60, 000 


In the first 2 years, the depreciation under the sum of the digits method is 
$36,000, while it is only $24,000 under the straight-line method. The additional 
$12,000 of depreciation will result in a tax saving to a corporation of $6,240 
(12,000 x52 percent). This is more than 10 percent of the cost of the machinery 
purchased, thus allowing additional reinvestment in plant and machinery during 
the early years. But the small businesses which buy used machinery or plants 
cannot avail themselves of this feature of the code. Yet because of Gash limita- 
tions many Small businesses are forced to buy used equipment and must forego 
tax advantages available to others. 


Exuipit 9 (D) 


ScoHEDULE 3.—Comparison of present and proposed corporate income-taxr laws 





Effective rate Change 
Present tax Proposed 
Income subject to tax liability 
Present | Proposed li t Amount Percent 
law lw 
Percent Percent 
$5,000 : 30 5 $1, 500 —$1, 250 | —83.3 
10,000. __- 39 7.5 3, OO 2, 250 —75 
$15,000 30 10 4, 500 —~3 000 66.6 
$20,000 30 13.75 6, 600 3,250 | —54.2 
$25,000__ . 30 18 7, 500 —3,000 | —40 
$50,000 41 a.5 1 20, 500 —4,750 | —23.2 
$100,000 : 46.5 38. 25 46, 590 —8,250 | —17.7 
$250,000 ____- 49.8 47.7 | 124, 500 } —3, 750 3.01 
$375,000 50. 538 59. 53 | 189, 500 | None | None 
$590,000. ......-. sl il bbe 59.9 51. 65 254, 500 | +3, 750 } +1, 22 
$1,000,000__._____- : 51:4 | 53. 33 514, 500 +18, 750 +3.6 
$5,000,900 - _ ome 51.9 54.68 | 2, 594, 500 +138,750 | +5.3 
$10,000,000 _. __ _- We te. Bus 4 51.95 | 64.83 | 5,194, 500 | +288, 750 +5.6 
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Senator Proxmire. I would like to say, incidentally, that I feel this 
is an extremely helpful and very well organized presentation, and I 
appreciate it very much. I think this will be very useful to the com- 
mittee. 

Mr. Wittiams. Thank you. 

Senator Proxmire. I would like to ask Senator Thye if he has any 
questions. 

Senator Tuysr. Mr. Chairman, Mr. Williams, we have bills that em- 
body the first two suggestions that you had. The bills are right here. 
The one is 8. 348. The other one is 8S. 351 We had honed that we 
could have these bills enacted into legislation in this past session. How- 
ever, they are before committee or on the calendar, and we hope we can 
consider ‘them during the last half of the 85th Congress. The Presi- 
dent, in his message toC ongress, specifically suggested the rapid write- 
off on used equipment and machiner y, such as you have made mention 
in your testimony, and I have long advocated that. I think that that 
is nothing other than just for the small-business man that can’t afford 
the new equipment, and it is one method of permitting a sale of used 
equipment from the plant in a profitable way. So I am hopeful that 
we can carry out in the coming session just some of the very suggestions 
that you have made to us here this morning, because it is a necessity. 

Thank you, Mr. Chairman. 

Senator Proxmire. Mr. Erickson? 

Mr. Erickson. I have several questions, Mr. Chairman. Mr. Wil- 
liams, I wonder, sir, if you would tell us how many people are involved 
in Williams Steel & Supply Co. I mean in the ownership. 

Mr. WituiAMs. Williams Steel & Supply is a corporation. It is 
owned primarily, 99 percent, by my wife and myself. 

Mr. Erickson. I see. Now, on page 4 you made some statements 
here, and I wonder if you would have any figures that you might supply 
the committee. You have stated that you have not been ab Je to retain 
enough of your earnings to retain your place in your own industry, 
though you paid substantial income taxes to the Federal Government. 
Do you have figures, trade figures, which would show that to be the 
case, where your larger competitors have been able to grow and prosper 
at a faster rate than your own concern 4 

Mr. Witx1aMs. I don’t have the figures. I just have the feeling of 
being tired competing. 

Senator Proxmire. May I say that in the preceding testimony at 
the bottom of pages 3 and 4, Mr. Williams does cite a precise in- 
stance where his competitor has been able to construct a building which 
he can’t construct and which puts him at a serious competitive disad- 
vantage; isn’t that correct ? 

Mr. WiiuiAMs. I have been dreaming about the building they have 
built. 

Mr. Erickson. It was just figures such as that, that I thought if 
he had others they would be very useful in addition to that one. 

On page 5 your first suggestion, point 1 (see p. 1385), for an exten- 
sion of alternative methods of depreciation on used equipment, do you 
find in your own operation that you use mostly used equipment or a 
large amount of used equipment ? 

Mr. Witurams. I would say primarily we use used equipment. The 
best example I can give you, that a traveling crawler crane new costs 
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$26,000. I had to content myself with a used one costing $5,500, that 
required some repairs, but it was a case of taking used equipment be- 
cause I could not afford the new equipment. 

Mr. Ertcxson. Do you know from your own experience whether 
your larger competitors use primarily used equipment ? 

Mr. Wittiams. T hey use only new equipment. 

Mr. Erickson. Your second point was provision for the payment of 
estate taxes by installment. I wonder, sir, if you would think it fair, 
to protect the Government revenues for the Government, to charge 
interest on the amount of estate tax to be paid by installments ? 

Mr. Wiiu1ams. I see no reason why the Government should not 
charge interest. That would be very small in comparison to the 
privilege of being able to delay the payments over 5 or 10 years. As 
the previous spe: vaker s said, the Government is not giving away any 
money. They are merely postponing the payments, and I think the 
average person would be happy to pay interest. 

Mr. Erickson. Well, of course you are considering also that all 
matters here, as the chairman has mentioned earlier, bear on the Gov- 
ernment revenue, and that is one of the most important things, and 
certainly business men who propose such as you have here for install- 
ment payment of the estate tax must realize that the Government rev- 
enues would be protected if interest were paid on the amounts which 
were due, and we would merely have a deferment rather than any 
loss of revenue. 

Mr. WiiuiaMs. Right. 

Mr. Erickson. Your third suggestion for graduated taxes, I want 
to mention Senator Thye stated that many committee members have 
offered bills to take care of your first two points, and of course the 
Senator Sparkman , whom you mention as offering the graduated in- 
come tax is, of course, the chairman of this committee, and several 
of the committee members have joined Senator Sparkman in that 
proposal. 

I would like to ask you, sir, are you at all aware of another proposal 
which is sometimes considered as an alternative e, a so-called reinvest- 
ment deduction? Hasthat come to your attention at all? 

Mr. Witt1aMs. I have read about it, but I am not familiar with it. 

Mr. Erickson. I notice that in your point 3 you suggest graduated 
tax as a means to retain earnings from which to grow or continue 
growing, and I am wondering about an alternative proposal which 
would also aim at that end. Is it the purpose you are aiming at or 
graduation itself which you feel fundamental ? 

Mr. Wiut14Ms. I feel that any program that helps small business 
retain a greater part of its earnings—the first $50,000 or $100,000 
of your earnings are the hardest and the toughest to get. That is 
what you use to grow with. After a man makes over a hundred thou- 
sand dollars, you are enjoying a very successful stature in the com- 
munity. However, small business is on the same schedule as large 
business. A corporation that is making millions, the taxation on the 
first hundred thousand dollars is insignificant to them, but to small 
business that is their profit. That is their only means of securing 
additional financing. 

Mr. Erickson. Thank you, Mr. Williams. Thank you, Mr. Chair- 
man. 
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Senator Proxmire. Mr. Messick ? 

Mr. Messick. I have no questions. 

Senator Proxmire. Thank you again, Mr. Williams. 

Mr. Wiuitams. ‘Thank you very much. 

Senator Proxmire. We appreciate that very much. 

The committee will recognize Mr. Norman Fischer. Is Mr. Fischer 
here? Mr. Fischer, again I ask you to correct me if I am wrong in 
identifying your association, Roundy’ s, Ine., and Wisconsin Institute 
of Super Markets, Milwaukee; is that correct ? 

Mr. Fiscuer. That is correct. 


STATEMENT OF NORMAN J. FISCHER, CPA., REPRESENTING 
ROUNDY’S, INC., AND WISCONSIN INSTITUTE OF SUPER MARKETS; 
ACCOMPANIED BY FRED WINGIE, EXECUTIVE SECRETARY OF 
THE WISCONSIN INSTITUTE OF SUPER MARKETS, MILWAUKEE, 
WIS. 


I have with me Mr. Fred Wingie, the executive secretary of the 
Wisconsin Institute of Independent’ Super Markets, who is going 
to help me. 

Honorable Senators, ladies and gentlemen, in eae the two 
organizations, the Wisconsin Institute of Super Markets and 
Roundy’s, Inc., we are representing approximately 450 small inde- 
pendent business people in the State of Wisconsin . Most of them 
are aware of the tax proposals and tax changes that I am making, 
because I have been making a series of talks to these people in the 
State of Wisconsin, the latest one in Wisconsin Rapids, and they are 
fully in accord with what we are proposing. Now, when we enter 
into this problem of tax relief for small business, the first question is, 
Why are we entering into it? We want to give small business equal 
opportunity. We have no quarrel with big “business. But most big 
business today started business back in the 5 years when the income- 
tax rates were considerably less than they are today, some of them 
prior to 1913, when we did not have any Federal income-tax laws. 
Secondly, we believe that it will open up credit to small business. 
One of ‘the problems our bankers have in considering loan requests 
from small business is the matter of repaying those loans. Since 
those loans are in most cases made for capital requirements, the loans 
have to be paid back out of profits after taxes. Loan and principal 
repayments are not deductible from taxable income. 

Three, we want to allow for expansion and new facilities in order 
to compete with big business. By allowing more cash after taxes 
we will be enabled to do that. 

Fourth, and very obviously, it will have an effect in reducing bank- 
ruptcies. 

Fifth, it will create an incentive for young Americans. It has al- 
ways been my feeling that there are too many young Americans who 
are going to work for other people. There are not enough young 
Americans coming out of our high schools and colleges today seeking 
self-employment. 

Equity dictates the same favorable legislative action be given to 
small business as has been given to big business and labor. We have 
no quarrel with big business, and certainly we have no quarrel with 
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labor. We need them both in our economy, but we have had legis- 
lation of more than a fringe benefit for big business and unions in 
the past 20 years. There has been no single main legislative matter 
passed in Washington in behalf of small business in my lifetime. 

Now, specific ally, the type of legislation we would like to see would 
be one that would ‘reduce the income-tax rates on small business. The 
present rates, as you know, normal and surtax sone hae 30 percent 
for the first $25,000 of taxable corporate income and 52 percent of 
corporate income in excess of $25,000. 

In blue we have the rates which we propose. Trying to be realistic, 
we have started the rates at not too much lower than the present rates 
because we know the Government’s need for revenue today, and we 
cannot tax the Government too hard in our initial request for relief. 
So our rates are from 20 to 52 percent of the income of $100,000, and 
I show 52 percent on incomes over $100,000. I don’t know if that is 
the correct figure, because we know that when we take revenue away 
from our Government today, with an expanding budget and economy, 
we must provide means by which they can recoup their losses, and I 
have more to say about that a little later 

Now, as to the effect that these rate changes have on the income to 
small corporations after taxes, we have drawn up this schedule. 

Over here we have the net taxable income at $10,000; the tax at pres- 
ent rates is $3,000, tax at the probes d rates would be $2,000, and 
there would be a net savings in tax dollars of $1,000 for corporations 
having incomes of $10,000. That graduates all the way up to $100,000 
on a pro rata basis, not equal, but in keeping with the size of the 
small corporation, the smallest savings being $1,000 or 50 pere ent, and 
the largest saving being $12,700 or a saving of approximately 25 per- 
cent for corporations enjoying a little more prosperity. 

We have another method that we feel would be most helpful to 
small business, and that would be to allow the first $10,000 of dividend 
payments on common stock by corporations to be deductible from 
income subject to tax. These “benefits” shouldn’t be in there. They 
made a mistake. 

It will permit small business some maneuverability in the tax rates 
between corporations and individuals by allowing this $10,000 deduc- 
tion. 

It will eliminate some of the harassment in the Treasury Depart- 
ment in regard to matters of excessive officer compensation. I want 
you to understand we use the word “harassment” without criticizing 
the revenue agents. They are doing their job, and it is the tax laws 
that are harassing us. The agents are merely enforcing their laws. 

Many small-business men who draw a salary of as little as $5,000 
from certain types of corporations will have some of these salaries dis- 
allowed as being excessive. 

Under this type of proposal that sort of thing would be entirely 
eliminated. There are very few cases of small ‘business where this 
matter of excessive compensation for officers does not arise, because it 
is the one method whereby small business by paying their executives 
perhaps a little more money than they should get can avoid the high 
surtax in corporations. 

Mr. Erickson. Excuse me, Mr. Fischer. Mr. Chairman, may I 
interrupt ? 
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Senator Proxmire. Go ahead, Mr. Erickson. 

Mr. Erickson. On that point, you mean there that the corporation 
should have a deduction for the dividend or the individual receiving 
the dividend ? 

Mr. Fiscuer. The corporation, from net corporate income. 

Mr. Ertcxson. Thank you. 

Senator Proxmire. I might ask, Mr. Fischer, while you are getting 
a drink of water, that you submit these very useful charts to us in a 
form in which the secretary can incorporate them into the record. I see 
oars not in the written form you submitted. It would be very 
helpful. 

Mr. Fiscuer. They are in part in the résumé. 

Senator Proxmire. We would like to have the forms in toto, the 
charts. 
(The charts referred to follow :) 


Exumsit 10 (A) 


PossIBLE MrerHops To RECOVER REVENUE LOST BY ENACTMENT OF TAX RELIEF FOR 
SMALL BUSINESS 





1. Eliminate the loan section of Small Business Administration on the premise 
that, if small business obtain necessary tax relief, bank credit will be available 
to them. 

2. Eliminate accelerated depreciation for corporations in years when beginning 
net worth is in excess of $500,000. 

3. Tax dividend income to unions, charitable foundations, and institutions in 
those instances where these organizations own or control over 50 percent of the 
voting stock. 

4. Reduce depletion allowances. 

5. Increase rates for taxable corporate incomes in higher brackets. 

6. Increase alternative capital-gains rate. 

7. Eliminate soil bank and other farm assists for incorporated farms. Tax 
savings accruing to farmers via incorporation will reach more farmers and more 
than offset the taking away of these benefits. 


ExuHisit 10 (B) 


Small-business taw relief—Proposed changes in corporate income tax rates to 
graduated scale 








New proposed tax Present tax schedule 
Proposed | Present schedule Tax 
rates I i Rt 

























Bracket |Cumulative| Bracket |Cumulative 
Oto $10,000. ...-..-.-..-...- 20 30 $2, 000 $2, 000 $3, 000 $3, 000 $1, 000 
$10,000 to $20,000 22 2, 200 4, 200 3, 000 6, 000 1, 800 
$20,000 to 000. . 24 | 30and 52 2, 400 6, 600 4, 100 10, 100 3, 500 
$30,000 to 000 . 27 y 2, 700 9, 300 5, 200 15, 300 6, 000 
$40,000 to 000 - 30 52 3, 000 12, 300 5, 200 20,.500 8, 200 
$50,000 to 000 34 52 3, 400 15, 700 5, 200 25, 700 10, 000 
$60,000 to $70,000. .......... 38 52 3, 800 19, 500 5, 200 30, 900 11, 400 
$70,000 to $80,000_.........- 43 52 4, 300 23, 800 5, 200 36, 100 12, 300 
$80,000 to $90,000... ........ 48 52 4, 800 28, 600 5, 200 41, 300 12, 700 
$90,000 to $100,000. ......... 52 52 5, 200 33, 800 5, 200 46, 500 12, 700 
$100,000 and over.........-.- 52 GB 1s .nddi debi seen ckbduseulebigdsgued wn nen ena --=|eeeeennnee 
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PROPOSED RELIEF ON CORPORATE DIVIDEND PAYMENTS 


Amend Internal Revenue Code to permit corporations to deduct from their net 
taxable income, the first $10,000 of common stock dividends paid to their stock- 
holders. 

Amend Internal Revenue Code to permit sole proprietors and partners to 
deduct payments toward profit sharing and/or pension funds. 

Mr. Fiscuer. In providing relief for small business from a very 
practical point of view, we must provide some method of recouping 
the loss of revenue. Since I did not: have the figures available to me 
as to how much revenue would be lost by en: ting this type of tax 
relief for smail business corporations, I have suggested several 
methods by which this revenue may be recouped. I am sure that 
we need not consider all of these various methods, but any one or 
several or combinations, I believe, most certainly can recoup: our 
revenue losses so that we will not have to reduce or cut down our 
military spending program or our missile program. 

This first one is the elimination of the loan section of the Small 
Business Administration. That seems to be a little bit harsh, but 
we must face the fact that if we get some type of tax relief, our 
bankers are going to loan us money much more readily than they do 
now. I think small business can get along without Government 
loans. 

Senator Ture. Mr. Chairman. Mr. Fischer, if you don’t mind a 
question at that point, just for my further understanding of what 
you are endeavoring to convey to this committee, the small-business 
loans are to assist a businessman who is confronted with a situation, 
economically, over which he has no control. It may be temporarv 
in nature; it may be that his assets are insufficient to permit the local 
bank to Joan him money because the local bank is under certain re. 
strictions, both State and. Federal... It.is not just a question that this 
businessman would have a greater opportunity of pay-back. It may 
be the nature of his business that forecloses his being qualified or 
eligible to receive assistance from the local bank. He may not have 
sufficient history as a cones and yet he is most deserving and 
worthy of such assistance. I don't follow you. I don’t think you 
understand what you are trying to convey to the committee relative 
to the Small Business Administration. 

Mr. Fiscurr. Well, Senator, we have processed approximately 20 
SBA loans through our accounting office. Had some of these same 
businesses been able to retain more money after taxes, they would 
have been able to get the money from the bank. 

Senator Ture. But you see, Mr. Fischer, you are speaking about 
revenue loss. The small-business loan is not a loss to the Federal 
Government. It oftentimes becomes an inepeased revenue because you 
save what is a potential taxpayer from going bankrupt. 

Mr. Fiscurr. I understand that. Senator, the point I wish to 

make is the cost of bureaucracies and bigness of government, and I 
am using that loan section of the SB: A as one instance. If small 
business and taxpayers in general were given benefits through tax 
reductions, we would not_need all of these fri inge benefits; we would 
be able to stand on our feet on the basis of our own ability. 

Mr. Erickson. I think the committee would be very interested in 
any revenue loss through the loan section of SBA that you could 
show it. 
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Mr. Fiscurr. Revenue loss? 

Mr. Erickson. Figures you can show of revenue loss through the 
SBA section. 

Mr, Fiscuer. I will be happy to.** 

I think in some cases accelerated depreciation could be eliminated. 
For example, I have in mind corporations which have a net worth 
at the beginning of a taxable year of a half a million dollars or more. 
In those particular instances we could eliminate then the privilege of 
using accelerated depreciation. 

There are certain dividend incomes to charitable foundations, insti- 
tutions, and unions which I believe should be taxed. Specifically, in 
cases where these types of institutions own 50 percent or more of the 
common stock in a business corporation, I believe they should pay an 
income tax on those dividends. 

The next is No. 4, and probably it is politically inadvisable to even 
suggest that we reduce some of the depletion allowances for corpora- 
tions and possibly also for individuals, but I am afraid that our 
southern bloc of Senators would oppose it vociferously. 

Another possible method to recoup some of these losses is to increase 
the rates on corporate income in higher brackets. 

Another method would be to increase the alternative capital-gains 

tax for corporations on the premise that these same corporations are 
getting far more benefits through a reduced graduated tax scale. 

No, 7, I think that many of the farmers, if we are given a graduated 
tax scale, would ine orporate, | think this type of bill would do just as 
much for the farmer as it does for other small-business people. I 
think when we talk about small-business people, we are also talking 
about farmers, I think we could probably eliminate the soil bank 
and some of these other fringe benefits which very few farmers are 
able to participate in. 

Now, I will go back to this No. 1 and No. 7——— 

Senator Tayr. Mr. Chairman, before Mr. Fischer leaves No. 7, 
what is the purpose of the soil bank? 

Mr. Fiscurr. The soil bank is to reimburse the farmer for letting 
some of his land lie idle so it can be regenerated. 

Senator THyz. What is the main purpose of laying idle acres? 

Mr. Fiscuer. Leaving idle acres 4 

Senator Tye. Yes. 

Mr. Fiscuer. To reduce production and to reinvigorate the soil. 

Senator Tuyr. There are two phases of the soil bank: one is the 
reserve section and one is the conservation aspect. The reserve sec- 
tion, what is its purpose ? 

Mr, Fiscuer. I am afraid you are going to have to answer that, 
Senator. 

Senator Tryr. You are making testimony and a statement here, 
and we are trying to understand what you are thinking. 

Mr. Fiscner. Senator, I am making several suggestions. 

Senator Tiryer. In order for your 

Mr. Fiscuer. I am not going to make any one or all of them. I 
am suggesting possible avenues to recoup revenue. 





% Information not received at the time this hearing went to press. 
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Senator Ture. You are trying to convey to us that there would be 
a revenue savings if there was elimination of soil bank which is No, 
7 on your chart there. The soil bank is to reduce production from 
some of your most productive acres, and that is your reserve aspect 
of your soil bank, and if you are effecting a reduction in your overall 
production, which would have the effect of lessening the surplus, it 
would have a direct benefit to every producer, would it not ? 

Mr. Fiscuer. That is right. 

Senator Ture. Because it is your surpluses that are weighing down 
your national markets, is it not? It is not the economic situation of 
the consumer that is affecting the farmer’s price structure, is it? Be- 
cause your economic situation by the consumer is good, high wage, 
relatively good employment, in most, except some localized area, so 
the purchasing power of the consumer is good. But it is the abund- 
ance of which we have been privileged to harvest actually that has 
accumulated surpluses in your national markets that has weighed 
down your markets. Your soil bank is an orderly method of trying 
to lessen the number of acres that you harvest, and by lessening the 
number of acres that you harvest, you will effect a firmer market in 
all your national markets, and thereby you benefit the little farmer 
whose plant is of such size that it would be unwise for him to 
reduce acres because he hasn’t sufficient acres now in his plant, in his 
opinion, to use the machinery that is necessary to avoid hiring a high 
rate of manual labor. So I think you have lost sight of what the in- 
tent of the soil bank is. It is not to compensate anyone. It is to effect 
a reduction in the number of acres you harvest. Your conservation is 
relatively small rental for an idle acre, and there you have the soil 
building practice. But I am afraid that you may be a certified public 
accountant, but you don’t understand the question that is involved 
in the soil bank. That is to pull down the number of acres that you 
harvest annually, and thereby effecting a control over your surplus 
supply, and by such, you would immediately effect a firmer price. 

it you wiped out all your surpluses today, your market would im- 
mediately reflect a very strong price for agriculture because your 
economy is high. It is not a depression such as you knew in the 
thirties when unemployment was of such great numbers that there 
wasn’t. the ability of the consumer to buy. That is not the situation 
today. It is the blessedness of an overproduction beyond our ability 
to consume and to fabricate and that we haven’t broadened our 
markets either agriculturally in our own affairs or in our export so 
as to move that surplus. There are bills in Congress that propose the 
broadening use of agricultural commodities through an extensive re- 
search that would have the same effect as your soil bank, of using up 
your surpluses or depleting them. 

I think you have lost sight of what is in the soil bank, and therefore 
I had to make this explanation because otherwise it would be a mis- 
leading statement to a reader that might be just reading the report in 
a casual way. 

Mr. Fiscuer. Fine, Senator. Perhaps we have misunderstood one 
another. In mentioning point 1 and point 7 perhaps I didn’t pick out 
good examples. : 

Senator Ture. I don’t think you did, either. I am frank with 
you. You have weakened your case as a witness. 
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Mr. Fiscuer. All right. Senator, what we would like to say is 
that small business instead of receiving fringe benefits would like to 
get tax reduction. 

Senator Tuyr. Let me, if you will, Mr. Chairman. Iam the author 
of the act, and why did I introduce the bill creating the Small Busi- 
ness Administration? If I may, Mr. Chairman, impose upon your 
time as well as the witness’ time, you have FHA, Farm Home Admin- 
istration, to assist a very deserving, worthy farm family in order to 
make them an individual enterpriser or a person with responsibilities 
in management and personal ownership. It is a very excellent ad- 
ministrative function. It is keeping alive the spirit that brought 
your pioneer and your immigrant to America, the opportunity to own 
and possess property and be its sole manager. We had no such pro- 
visions for small business and the young “businessman—and I knew 
many of them on the main streets of every town in this land that had 
worked as a wage earner for a number of years and had proven his 
trustworthiness and possessed the ability to manage—but because our 
present mode of life, automobiles for young people to travel in a nor- 
mal society, had kept a young man from accumulating enough money 
to have the initial downpayment to acquire the business, and the local 
banker could not loan on the man’s trustworthiness as an individual 
because the bank restrictions would deny that, and for that reason we 
saw man after man who was deserving, denied the loan. 

So I conceived the idea that under the Small Business Administra- 
tion we could permit that young man a loan that would enable him 
to become the manager, the operator, and have the responsibility of 
that business. It permitted the man on the main streets to sell his 
small business to a deserving young family or young man, and I don’t 
think you see in the Small Business Administration that principle 
and that philosophy, and that is the reason I have taken the time to 
explain what we had in mind besides saving a man that is faced with 
a situation economically over which he had no control that might be 
forcing him either to a forced sale or liquidation because he can’t 
survive the period. There the small loan would be a great benefit, not 
only to the Nation’s revenue, but most certainly to that community 
and most certainly to the American free-enterprise philosophy, and so 
that was what we had in mind when we wrote the Small Business Act, 
and I think that you have a different conception of what—— 

Mr. Fiscuer. Senator, we are eternally grateful for the Small Busi- 
ness Act, but what percentage of small-business people are being 
helped by it? Under a tax-reduction law all of them would be 
helped. 

Senator Ture. Well, if you lose one man that is in business in Mil- 
waukee today, that is a disaster to that one individual and to that 
family. 

Mr. Fiscuer. Fine, but wouldn’t it be better if we could help them 
all? 

Senator Ture. I will grant you that, but the fact is that if you 
saved him because he had no place to go for reasons of certain bank 
restrictions, and if the local banker denies him a loan, and if he can 
get it from this agency, you have saved him. If the local banker 
wishes to join with the Small Business Administration, which they 





1398 TAX PROBLEMS OF SMALL BUSINESS 


are doing in great percentages and great numbers, that is a desired 
thing. 

Mr. Fiscner. But, Senator, many a small-business man is not able 
to obtain loans from the bank because of the tight-money situation, 
not because of their own aot al circumstances. 

Senator Tre. Oh, sir, I am afraid that you and I are just wasting 
time here, and I don’t wish to argue with you as a witness. I just 

wanted to say that the Small Business Administration came into 
being before there was any mention of hard-money policies. So let 
us let it stand at that. 

Senator Proxmire. May I interrupt to say that I presume you are 
almost through, Mr. Fischer? 

Mr. Fiscuer. I am finished. 

Senator Proxmire. I would like to say while I think that the Sen- 
ator certainly pointed out some extremely interesting and informa- 
tive and helpful suggestions to the committee and to the witness, I 
want to commend the witness on the responsibility and conscientious- 
ness in submitting some suggestions, and I think some of them were 
excellent, as to how we can provide small-business relief and at the 
same time do it in a context in which we need more, not less, Federal 
revenue. Thank you very much, Mr. Fischer. 

Mr. Fiscurr. Thank you. 

Senator Proxmrre. I see the distinguished Congressman from Mil- 
waukee’s Fifth Congressional District, : and I am very proud and happy 
to recognize Congressman Henry Reuss. Inc identally, when you are 
through we would be very proud to have you come up here with the 
committee and assist us in interrogating the other witnesses. 


STATEMENT OF HON. HENRY S. REUSS, A REPRESENTATIVE IN CON- 
GRESS FROM THE FIFTH CONGRESSIONAL DISTRICT OF WIS- 
CONSIN 


Mr. Revss. Mr. Chairman, I would like to welcome Senator Prox- 
mire and Senator Thye to Milwaukee. I think you are very generous 
of your time in coming here, and I know from the fine array of wit- 
nesses that the Select Committee on Small Business of the Senate will 
get some valuable information while it is here. 

I prepared a brief statement on the subject matter of this hearing, 
namely, the impact of tax laws on small business, and I have sent copies 
forward, and with the Chair’s permission, I should like to file that 
statement and then summarize it orally very briefly. 

Senator Proxmire. That is per fectly acceptable, Congressman. 

(The statement referred to is as follows :) 


STATEMENT OF Hon. Henry S. REvsS, A REPRESENTATIVE IN CONGRESS FROM THE 
FirtH CONGRESSIONAL DISTRICT OF WISCONSIN 


We are honored that the Senate Small Business Committee has made Mil- 
waukee one of the stops on its nationwide exploration of the problems of small 
business. I know that the information presented to this committee will help to 
shape a realistic, effective tax-relief program for small business. I feel sure that 
the Congress is ready to adopt such a program. I hope that the administration 
is prepared to support it, and that it will become law in 1958. 

I assume that all of us here, or almost all of us, believe firmly that sustained 
vitality in the small, independent business community is essential to the American 
economic system. We cannot help but be gravely concerned at the accelerated 
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pace of business mergers, concentrating more and more economic power in the 
hands of fewer large corporations and financial institutions, and lessening the 
opportunity of small business to obtain capital, supplies, and customers. 

I note, for example, that in the 3-year period 1953-55, the number of manufac- 
turing firms in the United States dropped from 326,900 to 308,000—a decrease 
of 18,900 concerns, or 5.8 percent. This trend is continuing. From our merger 
and consolidation figures, we know it was and is small businesses that are dropping 
out. 

I think such figures are cause for concern, despite the statements just a few 
months ago of Secretary of the Treasury Humphrey, who said in testimony before 
the Senate Finance Committee that this trend was “nothing to be concerned 
about * * * a perfectly natural development.” 

There has been a tendency in this administration to speak loudly of great 
peacetime prosperity overall, but to gloss over or ignore completely those segments 
of our economy-—the farmer and the small-business man, for example—who have 
been left behind. While we have had general prosperity for a number of years, 
this prosperity has by no means been shared in equally by all the major segments 
of our economy. 

In the 5 years 1951-56, the total assets of manufacturing corporations in the 
United States increased by nearly 31 percent. But, breaking this down, we find 
that the assets of firms in the $100 million or over class went up 62 percent; $10 
million or over up 32 percent. But the assets of firms in the $10 million and under 
class went down some 5 percent in this same period. The big get bigger and the 
small get smaller; that is the basic pattern today. 

Of course, we cannot and do not make a blanket condemnation of bigness, nor 
of expansion of big business. Big business is here to stay. We are primarily 
concerned with maintaining a competitive balance between large and small busi- 
ness. Today we do not have that balance, and, unhappily, we are moving toward 
a greater unbalance favoring large business over small business. 

While we have heard a lot about our general prosperity, the facts are that earn- 
ings of small firms are, at best, unexceptional, while earnings of very large firms 
are at or near record levels. Under the tight money, high interest rate policy, 
applied as an overall restraint with the intent of checking inflationary pressures, 
big business generally has continued to prosper, to obtain capital, and to expand. 
Overall restraint simply has not restrained everybody. It has meant few, if any, 
delays in planned expansion for large corporate enterprises. But it has, to a large 
extent, cut off capital to the small-business man. The unbalance between large 
and small business has been heightened. 

What are the results? Here’s one, and I quote a United Press story of Novem- 
ber 25, 1957: 

“The number of bankruptcies hit a record high of 77,865 last year and is climb- 
ing toward another new mark this year, the Administrative Office of the United 
States Courts reported yesterday. The total was nearly 14,000 more than in the 
previous 12 months.” 

Of course, these aren’t all business bankruptcies, so let’s look at them, Bank- 
ruptcy cases filed by business concerns in 1956 totaled 8,866—a postwar record— 
and the 1957 figures will be higher. These are small-business bankruptcies, of 
course. Secretary Humphrey testified in July that he knew of no large firms that 
had gone into bankruptcy lately, and I know he kept a sharp eye on that sort of 
thing. 

Another result of our monetary policies has been an increase in the number 
of business failures. Dun & Bradstreet’s October 1957 report gives us that 
picture quite clearly. The failure rate per 10,000 firms has risen from 29 in 
1952, to 33 in 1953, to 42 in 1954 and 1955, to 48 in 1956, and for the first 9 months 
of 1957 it is 52. 

I note that the failure rate in Wisconsin was above the national in 1955, at 
48.2, but lower in 1956, at 37.5 Dun & Bradstreet’s figures for Milwaukee show 
135 failures in 1955, 102 in 1956, but 68 for the first half of 1957—an annual 
projected number of 136. 

The tight money policy has heightened disparities. Even if it now were dis- 
carded, disparities would exist. The shot in the arm needed as a first step for 
small business is tax relief. Asa matter of fact, had tax relief for small business 
been granted as the tight money policy went into effect, the balance of our 
economy might not have been disturbed. 

Historically, American small business has gotten along, grown and prospered, 
by plowing back earnings into the business. And by borrowing, when necessary. 
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The first step toward restoring balance must be to permit the small-business 
man to retain a greater proportion of his earnings. There are, as we know, a 
number of bills pending in the Congress that would accomplish this. I have 
introduced one such bill myself, H. R. 3088, and would like to outline it briefly, 

This bill lowers the normal corporate tax rate from 30 percent to 22 percent. 
It increases the surtax from 22 percent to 32 percent, but makes it applicable on 
taxable income over $50,000, instead of $25,000, as at present. 

This bill would give substantial tax relief, at least a 26.7 percent tax saving, 
to any corporation with a taxable income of $75,000 or less. There would be 
Some tax reduction up to $525,000 of income. Above that point there would be 
a slight increase in tax liability. Net income to the Government would be vir- 
tually unchanged from that produced by present rates. 

I believe that this bill gives realistic tax relief to small business without adding 
significantly to the tax burdens of larger corporations. It is a step toward 
restoring that all important balance that we have lost. 

I also want, while I am here, to endorse the objectives of related bills, now 
pending: The Keogh bill to permit the independent businessman to deduct from 
his taxable income money that he puts aside for retirement; optional installment 
payment of estate taxes over a 10-year period; and permitting small corpora- 
tions to be taxed as partnerships (as certain partnerships are now permitted to 
be taxed as corporations). 

Also, I want to emphasize that, in everything that the Congress does legis- 
latively, and the Internal Rvenue Service does administratively, simplification 
of our tax laws, tax procedures, and tax forms are devoutly to be wished. If we 
get more complicated, we squeeze everyone. 

In principle, everyone is in favor of the small-business man. The question is 
whether this feeling is real or just verbal. 

I note that the President, on October 21, 1956, in the middle of a presidential 
campaign, announced that he would ask Congress in 1957 to give small-business 
men about $600 million in tax relief. On July 15, 1957, the President bluntly 
told the Congress that there could not be “any substantial tax reduction for 
anyone” in the 1957 session of Congress. 

There is no reason, however, for either political party to ignore its platform 
pledge: The Democrats promised “tax relief for small and independent business 
by fair and equitable adjustments in Federal taxation which will encourage 
business expansion, and to the realistic application of graduated taxation to such 
corporate income.” The Republicans pledged more generally to work for “a 
sound policy of tax reductions which will encourage small and independent 
business to modernize and progress.” 

It is time for all of us to do what we say, and to make realistic changes in the 
business tax burden to offset the penalties suffered by small business. Unless 
we do that, the competitive balance we seek will be lost forever, and lasting 
unbalance will characterize our economy. 


Mr. Reuss. In my statement are set forth certain rather gloomy 
statistics about what is happening to small business. I am not going 
to repeat them but to touch on some of the highlights. It should be 
noted that in the 3-year period from 1953 to 1955, which is the most 
recent period for which we have figures, the number of manufactur- 
ing firms in the United States actually decreased by 5.8 percent. In 
the 5-year period from 1951 to 1956, while the total assets of our 
American manufacturing corporations increased by nearly 31 per- 
cent, all of this increase was in the larger firms, those with assets of 
over $100 million went up 62 percent, but meanwhile those with 
assets of $10 million and less went down some 5 percent. 

The failure rate in our own State of Wisconsin is a large one. In 
1955 it was at the rate of 48.2 for 10,000 firms; in 1956, at the rate of 
37.5 per 10,000 firms. Dun & Bradstreet’s figures for the city of 
Milwaukee show 135 failures in 1955, 102 in 1956, and at the current 
rate for 1957, we are headed toward an unfortunate record of 136 
failures, which is vastly higher than in any of the last 20 years, I 
believe that a first step toward restoring balance in the economy 
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and permitting the small-business man to retain a greater proportion 
of his earnings is to enact tax legislation giving a break to the small- 
business man along the lines promised by both the Republican and 
the Democratic platforms in the last election. The Democrats prom- 
ised tax relief for small and independent business by fair and equita- 
ble adjustments in Federal taxation and the Republicans pledged to 
work for— 

a sound policy of tax reductions which will encourage small and independent 
business to modernize and progress. 

That pledge would be carried out by the enactment of a number 
of bills now before both the Senate and the House. I, myself, have 
introduced one such bill, H. R. 3083, which attempts to accomplish 
the purpose of helping small incorporated business on its income tax 
while at the same time not decreasing the national revenues. It 
would do this by lowering the normal corporate tax rate from 30 
percent to 22 percent and then increasing the surtax from 22 percent 
to 32 percent on taxable incomes of over $50,000. 

The net result of such a tax bill, if enacted, would be to give a 
saving of around 26 to 30 percent in its Federal income taxes to any 
corporation with a taxable income of $75,000 or less. There would 
be some tax reduction to corporations up to the half million mark. 
Above that point there would be a slight increase in tax liability, just 
enough to recapture the Federal revenue lost by giving the break to 
the smaller corporation. 

I think that this bill would give realistic tax relief to small business 
without adding significantly to the tax burdens of the larger corpora- 
tions. It is in no way a punitive bill, but it seeks to equalize, to a 
degree, at least, the disadvantage which a small business finds itself 
working under. There are other bills before both the House and the 
Senate in the tax field which would assist the position of the small- 
business man, the so-called Keogh-Jenkins series of bills which would 
enable an independent businessman to put money by for his retire- 
ment and to escape income taxation at the time the money was earned 
to pay it in turn when he was retired and thus in a lower bracket, 
thus giving him the same advantage that a participant in a corporate 
pension trust obtains. 

Another piece of legislation which commends itself is that permitting 
optional installment payment of estate taxes over a 10-year period, 
thus to a degree preventing the breakup of small businesses which so 
frequently occurs when a sole proprietor dies. I believe also that con- 
sideration should be given to tax changes permitting small corpora- 
tions to be taxed as partnerships, just as certain partnerships are now 
permitted to be taxed as corporations. 

I believe that legislation on this general order could be passed with- 
out endangering the national economy and without interfering with 
the accelerated missile program, the accelerated program of national 
defense which the events of the last few months have signaled to some 
of us as a necessity. 

Unless we do something about small business, the competitive balance 
between big business which this country needs, between family-sized 
farms which this country needs, as Senator Thye has so eloquently 
expressed just a moment ago, and between small business, the balance 
will be worsened so that I believe that this Senate Small Business Com- 
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mittee can do a most useful public service in calling to the attention 
of the appropriate legislative committees in both Senate and House, 
the kind of tax legislation which would be feasible and which the tax 
committees can then sink their teeth into. 

In conclusion, Mr. Chairman, T should like the privilege of present- 
ing to your committee for inclusion in the record a statement by a very 
distinguished constituent of mine, Mr. Stanley Stacy, an officer of 
the National Association of Tobacco Distributors. His statement 
covers many aspects of the small business problem without confining 
itself to the problem of taxation. I discussed the matter with commit- 
tee counsel yesterday, and he suggested that this might be an appro- 
priate way of doing it, and with the Chair’s consent, I would like to 
present Mr. Stacy’s statement for incorporation in the record. Though 
it, of course, will not be given orally. 

Senator Proxmire. Thank you, Congressman Reuss, and I would 
be glad to have you join us at the table. 

‘Thank you for your testimony, and the statement submitted in behalf 
of Stanley Stacy will be incorporated into the record. 

(The statement referred to is as follows:) 


STATEMENT IN, BEHALF OF THE NATIONAL ASSOCIATION OF ToBACcco DISTRIBUTORS 
PRESENTED BY STANLEY Stacy, PRESIDENT, CAVALLA Toracco Co., MILWAUKEE, 
WIs. 


My name is Stanley Stacy and I am the president of the Cavalla Tobacco Co., 
Milwaukee, Wis., a wholesale distributor of cigarettes, cigars, tobacco products, 
candy, confectionery, and related items. Also, I am a member and an officer of 
the National Association of Tobacco Distributors, a trade association whose 
members purvey in excess of $5 billion in merchandise to more than 1,300,000 
small retail enterprises throughout the United States. 

I appear before this body with some diffidence, knowing well the limitations 
within which I must necessarily speak. Small business is, of course, a relative 
term. An automobile manufacturer or a steel producer may employ thousands 
and have a gross production running into the millions of dollars and yet be clas- 
sified as small business, 

I came here to speak to you about the problems in financing the smallest of 
small business: the small independent retail entrepreneur—small in size, but 
massive in number—the very underpinning and framework of our commercial 
structure. 

In actual fact, to the small-business man engaged in the distribution trades, 
and I have seen him in his thousands, there is no such thing as small business. 
What the vast eye of our national economy sees as small business is to him, his 
lifework, the very structure and heartbeat of his economic survival. To him, his 
business is as large and as meaningful as is the largest corporate colossus to 
those that guide its destiny. Seen in the round, the collective destiny of the 
myriads of small-business men is as vital to the economic health of our country 
as is the collectivity of big business. 

The best definition | have yet seen of the kind of small business with which I 
‘ am concerned is the one found in the Encyclopedia of Social Sciences (vol. XIV. 
p. 101) which states that the characteristic which best defines such small business 
is the fact that it draws its labor supply chiefly from the family or from a group 
living and functioning as a family. It is this kind of small business in whose 
behalf I would like to speak because I sincerely believe, as does my association, 
that the future well-being of our society is, in large part, dependent upon 
whether such small business will thrive or wither. 

It has been estimated that there are almost 2 million such small business units 
within our economy. They have no problem in financing, for the pure and simple 
reason that no reputable financial agency would ever entertain the thought of 
advancing or extending credit to such marginal entities. Their capital almost 
universally consists of their accumulated life savings coupled with their weeklong 
toil and the toil of the members of their immediate families. They have no real 
estate. Generally, their place of business is nothing more than a small store 
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leased for varying but never long periods of time. Their stock-in-trade is pur- 
chased on credit and the viability of that credit depends upon the frequency of 
turnover of such stock-in-trade. 

How then does such small-business man survive. He survives primarily on a 
gamble. The gamble is made by the wholesaler who supplies him with goods, 
merchandise and know-how based upon the wholesaler’s respect for his integrity 
and business acumen. 

It has been estimated that the average small retailer can start out in business 
with something less than $300 and, by the application of industry and effective 
knowledge of merchandising techniques, operate a business that will yield to him 
and to his family a modest competence. ‘This is only possible because of the aid 
and encouragement supplied the small retailer by his wholesale supplier. Even 
before the retailer goes into business, the wholesaler familiar with the trade in 
his area will advise him as to the proper location, will check carefully into the 
terms of the lease that he is negotiating, will teach him the rudiments of the 
trade in the way of merchandising and attractive displays, will train him in 
effective salesmanship and finally, will supply him, on credit, with an attractive 
and comprehensive range of merchandise designed to pull customers into the 
retailer’s store. 

Thus, the financing of small retailers wholly bypasses the scope of usual and 
normal financial institutions. It does so out of necessity, not out of choice, since 
there is nothing in the retailer’s financial picture that would make an investment 
in his future attractive to the normal and usual financial institution. 

But, to the wholesaler, this financially unattractive future is vitally tied in with 
his own future in the economic picture. It is enlightened self-interest that 
causes the wholesaler to take upon himself the heavy burden of financing the 
small retailer’s business venture. The wholesaler recognizes the indissoluble 
partnership that links the two of them as essential components in the future of 
our distributive economy. Without the wholesaler, the small retailer is com- 
pletely undone. Without the small retailer, the independent wholesaler has little 
chance to survive. And, without both, the independent wholesaler and the small 
retailer, our distribution system will be something radically different from what 
it is today. It is for this reason that the wholesaler must, willy-nilly, act as 
father confessor, guide, counselor, and financier for the small independent 
retailer. 

Nor can we wholesalers complain because the exigencies of economics require 
us to take upon our shoulder the burden of financing the small retail store. This 
is our destiny in our commercial system and we accept it with willingness. 

Nevertheless, if we are to continue to shoulder our pro rata share of the small 
retailer’s financiai burden, it is imperative that other segments of our economy 
recognize the function we serve in thus keeping open a significant and vital 
channel necessary to the efficient distribution of our economy’s products. 

We cannot continue to perform our essential function without such recognition 
by the manufacturing element in our society. Congress has long ago recognized 
this in the passage of the Robinson-Patman Act which is designed to prevent 
discrimination in price which would injure competition between the small re- 
tailer and his larger competitor. When a manufacturer sells directly to a large 
retailer at the same price that he charges an independent wholesaler, he is dis- 
criminating against the wholesaler’s customer who is neither able nor permitted 
to buy directly from the manufacturer. 

Unfortunately, this violation has been allowed to go unchecked by the various 
enforcement agencies of our Government. If this committee desires to ameliorate 
the financing problems of the very smallest of small business, it can do so most 
effectively by pressing this Congress for an amendment to the Robinson-Patman 
Act which will clearly make mandatory functional discount to the independent 
wholesaler when his customer competes with the direct-buying retailer. Such 
a clarifying amendment will enable the wholesaler to continue his unaided and 
unsupported task of keeping alive the spark of free enterprise represented by 
small retail business within the United States. 

I should like to thank your honorable committee for affording me the oppor- 
tunity to appear. For the record, I am appending a copy of a catechism per- 
taining to functional discounts and, also, a draft of a proposed amendment. 
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(The documents referred to follow :) 


ExuisitT 11 (A) 


DRAFT OF PROPOSED AMENDMENT TO THE ROBINSON-PATMAN ACT BY THE NATIONAL 
ASSOCIATION OF TOBACCO DISTRIBUTORS 


A bill to reaffirm the national public policy and the purposes of Congress in 
enacting the Robinson-Patman Anti-Price Discrimination Act entitled “An 
act to amend section 2 of the act entitled ‘An act to supplement existing laws 
against unlawful restraints and monopolies, and for other purposes,’ approved 
October 15, 1914, as amended (U. S. C. Title 15, sec. 13), and for other pur- 
poses.” And to clarify the intent and meaning of the aforesaid law by provid- 
ing for the mandatory nature of functional discounts under certain circum- 
stances 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the act of June 19, 1936 
(ch. 592, 49 Stat. 1526 (15 U. S. C., sec. 13)) amending section 2 of the act of 
October 15, 1914 (ch. 323, 38 Stat. 730) entitled “an act to supplement existing 
laws against unlawful restraints and monopolies, and for other purposes” is 
hereby amended to add as a final provision to section 2 (a) of the aforesaid act 
as amended as follows: 

“Provided, however, That where the seller restricts the class or number of 
persons to whom he sells his product or commodities on a direct basis, the terms 
‘discriminate in price’ and ‘discrimination’ as used in this section shall be 
deemed to include the failure to impose differentials in price as between pur- 
chasers based solely upon whether they purchase for resale to wholesalers, to 
retailers, to consumers, or for use in further manufacture; for the purpose of 
classification of customers as wholesalers or jobbers, or as retailers, the charac- 
ter of the selling of the purchasers, not the buying, shall determine the classifi- 
eation and any purchaser who, directly or indirectly, does both a wholesale 
and retail business shall, irrespective of quantity purchased, be classified : 

(1) As a wholesaler on purchases for sale solely to retail customers, not 
owned or controlled, directly or indirectly by the purchaser ; and 

(2) As a retailer on purchases for sale, directly or indirectly, to con- 
sumers.” 


EXHIRIT 11 (B) 


THE WHYS AND WHEREFORES OF FUNCTIONAL DISCOUNTS (QUESTIONS AND 
ANSWERS ) 


1. What is a “functional discount”? 

A functional discount is the recognition of the unique services rendered by 
wholesale distributors to more than 1,700,000 independent retail outlets through- 
out the Nation by providing honeycomb distribution for the multiplicity of 
manufacturer’s products. 

2. What are the unique services rendered by the wholesale distributor? 

Distributing goods is only one of the wholesale distributor’s irreplaceable 
functions. He also provides merchandising aids; surveys market potentials; 
delivers and transports goods; receives goods, assembles orders; breaks bulk; 
warehouses ; stores reserves at strategic locations; selects merchandise; extends 
credit; and provides intensified market coverage to independent merchants 
lacking mercantile credit ratings. 

3. How do these services accrue to the economic well-being of manufacturers 
and retailers? 

These services are imperative to manufacturers if they are to achieve and 
sustain employment and national availability of their products. They are indis- 
pensible to the Nation’s 1,700,000 independent retailers if they are to survive 
and flourish. 

4. Why don’t independent retailers buy directly from the manufacturer? 

The numerous manufacturers whose products are the independent retailer’s 
stock-in-trade are not equipped or geared to sell directly to them. Moreover, 
few, if any, of these independent retail outlets have the mercantile ratings or 
finances, the time, the experience, or the opportunity to buy the necessary and 
farflung assortment of diverse products directly from the manufacturer. 
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5. Are not large retail stores which can and do buy directly from the manu- 
facturer more efficient than the wholesaler-retailer combination? 

This, too, is a common fallacy. A profusion of economic studies and intensive 
market analysis attest to the fact that the so-called integrated sellers who 
perform both wholesale-retail functions are neither more efficient nor more 
economic in their operation than the synchronized operation of wholesaler and 
retailer. Often, however, bigness alone secures certain unfair advantages for 
these large retail outlets which our antitrust laws were designed to prevent. 

6. How do our antitrust laws operate? 

Our Federal laws are based upon the principle that no business entity should 
be allowed to take unfair advantage of any other. Competition is encouraged 
with the proviso that it must be fair, with all parties having equal right to the 
rewards stemming from their labor. One of these laws, designed to prevent 
unfair competition, is the Robinson-Patman Act which prohibits discrimination 
based on price. 

7. What is price discrimination? 

One of the many ways by which “bigness” gains undue advantage is by the 
sheer weight of its mass purchasing power. Congress—in enacting the Robinson- 
Patman Act—was influenced by the fact that many manufacturers were “bullied” 
by large buyers into giving them lower prices than were granted to independent 
retailers. It must be emphasized that these lower prices are not granted to the 
big concerns because these big concerns are more efficient but solely and exclu- 
sively because the big concerns are big. 

8. Even if we assume that the big chains and supermarkets exact unfair 
advantages from the manufacturer, don’t they offer the manufacturer compen- 
sating advantages in terms of mass purchasing and mass distribution? 

This, too, is a generally accepted platitude which is demonstrably false. As 
a matter of fact, most manufacturers know that they cannot build a nationally 
known brand or product without the active assistance and faithful cooperation 
of the independent retailer and local wholesaler. Large retail stores are not 
willing to gamble with their limited shelf space on a new product or brand. 
They will only accept merchandise that has already had a market created for 
it. The manufacturer knows that even if every large supermarket, department 
store, and retail chain were to carry his brand, he could still not maintain a 
successful operation without placing that brand in a substantial portion of the 
1,700,000 small retail stores throughout the country. The direct-buying retailer 
does not offer the manufacturer’s product the easy accessibility and ready avail- 
ability which the corner store affords. Bear in mind that the very essence of 
mass distribution assures convenience of supply. Only the aggregation of inde- 
pendent retailers makes that possible. 

9. How does the Robinson-Patman Act attempt to cure this inequity? 

Simply by providing that the manufacturer must sell at nondiscriminatory 
prices. 

10. If the law makes price discrimination illegal, then the problem is solved, 
isn’t it? 

Yes and no. Yes, if the law is properly understood and interpreted. No, if 
it is not. Most manufacturers limit their sales to wholesalers and to direct- 
buying retailers. The independent enterpreneur buys from the wholesaler who 
in turn buys from the manufacturer. Simultaneously, the manufacturer sells 
directly to the large retailer who competes with the independent retailer. 

11. Why does this create an inequity? 

The manufacturer now has two customers: (1) wholesaler A; (2) large, 
direct-buying retailer B; (8) nondirect buyer C, a small, independent retailer. 
Small retailer C buys from wholesaler A and must compete for sales with direct- 
buying retailer B. It is quite clear under the law that when the manufacturer 
sells his product to wholesaler A and direct-buying retailer B, he cannot sell 
it at a higher price to A than he sells to B since that would be clearly a dis- 
crimination in price. That, however, is not the entire case at issue. While the 
manufacturer has not discriminated against the wholesaler, he has, nevertheless, 
discriminated against the wholesaler’s customer. 

12. Does the Robinson-Patman Act prohibit such discrimination against a 
customer’s customer? 

Absolutely. Those are the very terms of the law. 

13. By allowing the wholesaler a functional discount to partially defray the 
necessary cost of required services, doesn’t the manufacturer discriminate 
against the direct-buying retailer? 
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By no means. The wholesaler is not in competition with the direct-buying 
retailer. 

14. Should a functional discount to the wholesale distributor become man- 
datory, how will it benefit the independent retailer? 

It will afford the wholesale distributor a measure of flexibility to provide 
the needed aid to the retailer. 

15. Would a functional discount be legal? 

Yes. Granting a functional discount under the Robinson-Patman Act has 
been held to be legal by both the Federal Trade Commission and by the courts 
of this country. But, most manufacturers take the position that the law does 
not require them to grant functional discounts to wholesalers. To bolster their 
position, they advance the convenient but invalid argument that a one-price policy 
is, by its very nature, nondiscriminatory. 

16. What can be done about this? 

An amendment to the Robinson-Patman Act is vital to clarify the law’s pres- 
ent meaning and conclusively stipulate that a functional discount must be 
granted to the wholesaler when the manufacturer doesn’t sell to the independent 
retailer. 

17. Is this intended as a new law? 

No, not by any means. It is simply an amendment to a law that was enacted 
over 20 years ago and that has consistantiy been upheld by the highest court. 

18. What are the broader implications of the proposed amendment to the 
Robinson-Patman Act? 

Successive administrations, the Congress of the United States, public-minded 
citizens, economists and the public-at-large have been and continue to be appre- 
hensive and concerned with the survival of the veritable bulwark of the United 
States’ industrial economy, the small-business man. The proposed amendment 
will go far toward encouraging small business and, to a marked degree, assure 
its survival. 


SXHIBIT 11 (C) 
Scope OF THE WHOLESALE TopAcco TRADE 


1. What is the wholesale tobacco trade? 

The phrase “Wholesale tobacco trade” is a term of collective reference that 
encompasses the operations and functions of the Nation’s wholesale tobacco 
distributors. 

2. How many wholesale tobacco distributors are there in the United States? 

There are 2,471 primary wholesale tobacco distributors in the United States, 
Their 3,153 establishments dot every area of the country, providing the trans- 
mission belt through which over 5,000 manufactured products of over 50 dif- 
ferent industries daily reach a great majority of the Nation’s retail outlets. 

3. How many retail outlets do wholesale tobacco distributors serve? 

Slightly more than 1,400,000 through every nook and cranny of the country. 
Numbered among this vast array of retail outlets are: 


Amusement parks Industrial plants 
Post exchanges Billiard parlors 
Railway stations Grocery stores 
Roadside stands Candy stores 
Variety stores Theatres 


Drug stores Clubs 
Filling stations Fraternal orders 


Bus terminals 
Tourist courts 
Liquor stores 
Cigar stores 

Ship stores 

Golf clubs 
Taverns 

Camps 
Department stores 
Stationery stores 


Office building stands 
Bowling alleys 
General stores 

News dealers 

Hotel counters 
Eating places 

Food stores 

Night clubs 

Airports 

Bars 








ying 


nan- 


vide 


has 
urts 
does 
heir 
liey 


res- 
. be 
lent 


ted 
the 


ded 
ore- 
ited 
ent 
ure 











TAX PROBLEMS OF SMALL BUSINESS 1407 


4. How many people are directly engaged in the wholesale tobacco trade’s 
varied activities? 

The Nation’s wholesale tobacco distributors employ nearly 15,000 salesmen and 
17,000 vehicles to regularly service their retail customers. Additionally, they 
employ over 53,000 administrative and warehouse specialists to butress this 
huge field sales force. 

5. What kinds of service do wholesale tobacco distributors render their 
1,400,000 retail accounts? 

Selling goods is only one of the functions of the wholesale tobacco trade. 
Together the specialized and highly skilled force employed by wholesale tobacco 
distributors blankets the entire United States, and also: 


Provides merchandising aids Stores reserves at strategic locations 
Surveys market potentials Selects merchandise 

Delivers and transports Selects markets 

Assembles orders Extends credit 

Receives goods Buys goods 

Breaks bulk Invoices 

Warehouses 


6. How important are the services rendered by the wholesale tobacco dis- 
tributor? 

As an example of the vital and essential nature of his services, an examination 
of just one is most revealing. Credit extension: Without this imperative 
assist, the majority of the small retail businessmen served by the wholesale 
tobacco trade could not survive. In one sense, the wholesale tobacco distributor 
is both the banker and financier for his retailers, as well as his suppliers. He 
provides funds promptly for the manufacturer upon shipment of goods and ex- 
tends liberal credit to the retailer, as 93 percent of his sales are made on credit 
averaging over 18 days. In light of the fact that over 97 percent of his retail 
customers enjoy no mercantile or commercial credit rating, this consideration 
is unparalleled. Without the wholesale tobacco distributor’s extension of credit, 
on a basis of character and confidence, the small retail entrepreneur could not 
survive in business to fullfil the unique promise of our democracy’s free-enter- 
prise economy. 

7. How important are the functions of the wholesale tobacco distributor to a 
strong American economy ? 

Annually the Nation’s wholesale tobacco distributors invoice and deliver over 
$5 billion worth of products produced by American manufacturers, representing 
50 different industries. These goods are manufactured by companies that col- 
lectively employ over 5,800,000 workers and are ultimately sold through retail 
outlets providing employment for an additional 4,300,000 Americans. 

8. How important is the function of the wholesale tobacco distributor to the 
American consumer? 

Over 80 million Americans make daily purchases in the more than 1,400,000 
retail outlets ser'ved by wholesale tobacco distributors. An additional 35 million 
visit these retail outlets at least once a week. These consumers are, because 
of the wholesale tobacco distributor’s all-inclusive services, insured of standard, 
high quality merchandise at minimum cost. This is only possible because the 
wholesale tobacco distributor is the most effective of all distributive channels. 

9. How is the wholesale tobacco distributor more effective than other channels 
of distribution? 

The wholesale tobacco distributor enjoys the highest possible rate of inventory 
and capital turnover, thereby operating at the lowest cost of doing business of 
any distributive medium—5.8 percent of net sales. Because of this low cost of 
doing business, the products of the manufacturers served reach consumers 
throughout the land at the lowest possible price. 

10. Can the impact and importance of the wholesale tobacco distributor to the 
national economy be appraised? 

Yes. 

He is the manufacturer’s sales department. 

He is the transmission belt that gives life to dormant goods at the manufactur- 
ing level and transports them through the Nation’s retailers to consumers every- 
where. 

He is the retail dealer’s banker and adviser in all phases of his sales and mer- 
chandising activities, 
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He provides employment to thousands and through his manifold activities guar- 
antees it to millions of others employed by the Nation’s farmers, manufacturers, 
and retailers. 

And finally, he underwrites America’s high and unexcelled standard of living 
by bringing, at the lowest cost, the widest assortment of merchandise to consumers 
in every village, hamlet, and city of the country. 

Senator Proxmire. I want to apologize to the witnesses. We have 
fallen behind our schedule, but we do have a representative of the 
Governor’s office who is here. At this time I recognize Attorney Peter 
Kondos in behalf of Gov. Vernon Thomson. 


STATMENT OF HON. VERNON THOMSON, GOVERNOR OF THE STATE 
OF WISCONSIN, PRESENTED BY PETER J. KONDOS, ATTORNEY 


Mr. Konpos. Honorable Chairman, Senator Proxmire, and Honora- 
ble Congressman Reuss and other distinguished gentlemen that I have 
not had the pleasure of meeting here, ladies and gentlemen, I have here 
a statement by Gov. Vern Thomson who regrets that because of a pre- 
vious engagement he has to be in Washington at this time while the 
Senate Small Business Committee is meeting here in this hearing and 
because of the importance of independent and locally owned businesses 
‘to the economy of Wisconsin, he has asked me to submit for the consid- 
eration of the committee a statement. This statement is confined large- 
ly to the broader aspects of the problem of the impact of Federal taxes 
on small business, so as to emphasize the essential nature of the prob- 
lem and the basic principles upon which a practicable solution might 
be sought. 

Now, it has long been recognized that the establishment and growth 
of small business is an essential part of the American economic system. 
Such businesses have been responsible, both for the freedom and op- 
portunity which characterize our competitive system and for the 
increased productivity and expanded employment which constitute 
our economic progress. This is nowhere more true than in Wiscon- 
sin, where the family-sized farm and the locally owned independent 
business have long been the basic foundation for the progress and 
prosperity of which we are justifiably proud. It is also widely recog- 
nized, however, that the combination of technical factors greatly 
increasing the need for capital funds with high Federal tax rates 
draining off the principal, if not the only funds, available for the 
purpose constitute a major and serious obstacle to the continuation 
and development of this vital section of our economy. Thus the prob- 
lem of the impact of Federal taxes on small business with which this 
committee is concerned is a matter of fundamental importance, both 
to the individual citizens of this State and to the future develop- 
ment of the economy of the State as a whole. 

Essentially this problem has two major parts: the first relates to 
the effect of Federal estate taxation on the continuation of locally 
owned, independent enterprises from one generation to the next. The 
second relates to the impact of Federal income tax on the growth and 
development of small business as a source of employment and economic 
expansion. In both cases the funds drained off by Federal taxation 
tend to sap the vitality and to stunt the growth through which small 
and independent enterprises have typically made their contributions 
to our local committees and to our State economy. 
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In a fundamental sense the reduction of taxation, especially for 
small business which has limited access to capital markets, must be 
recognized as the ultimate solution to these problems. Since that 
remedy may not be immediately available to any large scale, it is 
necessary to consider also alternative remedies which though less 
fundamental may be more readily available or attainable or neces- 
sary supplements to tax reduction. The first such remedy relates 
to estate taxation and consists of stretching out the period of time 
over which the tax may be paid without penalty. This tax is a large 
and generally nonrecurring drain upon available funds which, under 
some circumstances, tends to force partial liquidation, merger, or 
other loss of independent status, even though proper insurance ar- 
rangements are in effect. The proposal to be investigated is merely 
to permit the tax to be paid in installments with moderate interest 
charges on the unpaid balance over a somewhat longer term or transi- 
tional period. Consideration should also be given to alleviation of 
the financial hardship imposed upon a small expanding business by 
the present Federal income-tax rates. The retention of earnings is 
normally the primary and often the only available source of funds 
needed for expansion. Because of the recurring or continuing nature 
of the problem, reduction of tax rates rather than deferment or col- 
lection may be the only really adequate remedy ; in considering plans 
of tax reduction the problems of this type of business must therefore 
be given full consideration. 

It may also be desirable, however, to review the existing law with 
regard to loans made by the Small Business Administration, especial- 
ly participation loans with local banks in relation to income-tax and 
capital-financing problems. Especially for the growing concern 
whose expansion of sales and employment is limited by availability of 
financing, it is probable that existing loan arrangements could be im- 
proved after proper investigation with advantage to all concerned. 
Among the points to be investigated for this purpose are: (1) the im- 
pact of income taxation on retained earnings; (2) the lack of access 
to major security markets as a source of funds; (3) the limitation in 
the lending power of local banks with regard to the size, term, and 
nature of loans they can make; (4) the availability of the local banks 
working with the businessmen to develop flexible and practicable 
plans for the making and repayment of term loans. Specific legisla- 
tion remedies relating either to the estate or income taxation require 
more detailed investigation and analysis than can be undertaken in a 
statement such as this. Your committee, Senator, and its staff is 
well qualified, however, to advance this type of study. Because of 
the vital importance of the problem to both the Nation and the State, 
the Governor is hopeful that your work as chairman along these lines 
will be most productive. 

Senator Proxmire. Thank you very much, Mr. Kondos. Senator? 

Senator Tuy. No questions. 

Senator Proxmire. I am going to ask the witnesses to attempt to 
summarize wherever they possibly can, their statements. Whatever 
you submit will be put into the record in toto, verbatim, if you have 
it in written form. We have fallen behind. It is one of those un- 
avoidable things on a busy morning, so we would appreciate very 
much if you could make your statement as brief as possible. I now 
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recognize Mr. Roy La Budde, tax attorney from Milwaukee, and Mr. 
La Budde, again, correct me if I have not identified you properly. I 
understand that the correct pronunciation is La Budde. Is that right? 
Mr. La Buppe. That is right. 
Senator Proxaare. Is tax attorney the correct designation ? 


STATEMENT OF ROY C. LA BUDDE, ATTORNEY, MILWAUKEE, WIS, 


Mr. La Buppg. That will be sufficient. 

In line with Mr. Chairman’s suggestion to summarize, I will attempt 
to do-so. 

I have previously had trouble in defining small business and I 
searched through the Federal legislation on the subject and found 

various tests which I will not attempt to summarize here, but if we 
are to have tax relief of small business, it would be necessary in some- 
way to define what a small business is which is entitled to this relief, 
There are various tests given in the acts. To me it seems that the 
dollar-volume test alone is generally indicative of what is a small 
business. That is the gross sales per year seem to me to be a pretty 
good indication of business that is big or small. Of course the number 
of employees and the widespread ownership of the business are other 
tests, but if you take the dollar volume test alone it seems to me you 
pretty much cover the other index, that is, the public will not invest 
in a business that is grossing less than a certain amouni and so you 
have a small ownership, and the number of employees is necessarily 
limited also because if there were more, the business would be growing 
more. These tests are of course bound to be arbitrary in borderline 
cases, so whichever definition is adopted in the relief proposed by the 
committee or which will eventually resolve from the committee’s 
studies, some people will be on the other side of the line and will be 
upset by the arbitrary definition which must eventually be adopted, 
but assuming that we can define small business, it seems to me that we 
must recognize the differences between small business and large busi- 
ness essentially before we can try to relieve small business. 

One of the essential differences between small business and large 
business, it seems to me, is that the ownership of small-business inter- 
ests are much less liquid ; that is, if you own a small business, if you 
have invested a given amount in a small business, your interest. is 
much less salable. If you own a small share of General Motors, a 
very small percentage, you can sell it on the stock exchange. If you 
own a share of a company that you own 50 percent in, 1s probably 
virtually unsalable, except if you would sell the whole business or the 
assets. So that in order to consider the possibility of relief for small 
business, I think it would be best to look at the standpoint of the 
relief, look at it from the standpoint of the individual with a given 
amount invested in business; that is, the business itself is not a flesh 
and blood item; it is the individual who has invested his money in the 
business that you have to consider when you are considering the pos- 
sibility of relieving small-business problems, and, of course, secondly, 
it must be recognized in any form of relief that you would adopt that 
the ownership ‘and control of small business is much more absolute, 
that is, a person with a given amount invested in small business again 
not only has a relatively unsalable interest but of course his voice in 
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the corporate affairs is heard much more loudly in a small business. 
His control] is much greater for a given amount of money invested and 
in fact in many cases a small business is owned by 2 or 3 people whose 
control is absolute. 

Now, when you consider the question of tax amendments to relieve 
small business, I think it is necessary to consider these two differences, 
because I think many of our tax laws today, many facets of the tax 
law, create difficulties in small business because they fail to recognize 
these differences and because of the difficulty small business is put to 
expense, and I don’t believe the Government’s gain in revenue makes 
up for the difficulty that small business has. For example, the income- 
tax laws today do not permit a small business readily to purchase its 
own shares. Now that may be a new concept to some, but if a man 
has an interest in a small business which is virtually unsalable, the 
only market he may have may be the business itself and if he wishes 
to retire or he wishes to separate himself from the business, nobody 
may wish to buy his interest except the business itself and today he 
cannot sell to the business without running the very substantial risk 
of an income-tax penalty in the form of ordimary income rates applied 
to his sale rather be capital-gain rates that he would undoubtedly 
realize if he sold the shares of a large company on the stock exchange 
and to that extent if the small business itself were opened up as market 
for the shares or the interest in it, I believe that the investments in 
small business would be encouraged because they would have that 
much more salability. 

Mr. Erickson. Excuse me. Mr. Chairman, if I may interrupt. 

Senator Proxmire. Yes. 

Mr. Erickson. Right at this point, to clarify my own thinking on 
that, actually this would facilitate continued family ownership of 
concerns, where a father might sell back to a small business for the 
benefit of sons and so forth. 

Mr. La Buppe. It certainly would. 

Mr. Erickson. It would tend to liquify assets for purposes of estate 
taxes. 

Mr. La Buppe. It certainly would, sir. The father may wish, 
rather than to give his interests away, to sell his interest to the busi- 
ness to have a retirement fund and instead of being the owner and 
controller of the business, he would be the creditor. His sons could 
then take over and he would have capital gain on his sale. 

In many cases also the tax laws, I think, have failed to recognize 
what I pointed out as a small-business fact of life; that is, the comp- 
trollers and owners of the business are the business itself, even though 
you may have a legal corporation in existence, to talk about the pur- 
pose of the corporation as distinguished from the purpose of its owners 
and to require arm’s-length dealing in the tax laws between 5 stock- 
holders, 5 sole stockholders and the business, is very artificial and 
often small business is subjected to expensive and lengthy tax litiga- 
tion simply because its paperwork was insufficient to make these 
artificial distinctions seem real to the tax auditors. 

Now, turning from that general discussion, it seemed to me that I 
will try to summarize my points for relieving small business in the 
tax laws. I don’t know much about the loss of revenue to the Goy- 
ernment. I have not made any study, and I believe you gentlemen 
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are much more qualified to make a study than I, but I do have certain 
suggestions as to the relief for small business in general. 

Mr. Erickson. You are speaking from your own experience—things 
you think would benefit 

Mr. La Buppe. I am, Mr. Erickson. I have no way to compute the 
loss of revenue to the Government developing from any proposed 
amendment. One of the most troublesome facets of the tax law to 
small business has already been suggested and that is one that I have 
personally run up against many times; that is, the reasonableness of 
the owners’ salaries. If a salary paid exceeds a reasonable amount 
as determined by an internal revenue audit, several years later, the 
excess salary is disallowed as a deduction and treated as a dividend. 
This does not relieve the owner of any tax liability that he has already 
paid on this amount of money, but it increases the tax of the corpora- 
tion, of course, because the deduction is disallowed. Owners of small 
businesses would have sweated long and hard developing their busi- 
ness from scratch, and who are really responsible for all of its income, 
may consider it quite artificial to impose a reasonable salary require- 
ment which is anything less than all the income. 

Often the disallowing of salaries is raised as a possibility of a de- 
ficiency by internal revenue agents, and they compromise this issue to 
get undue concession on other issues. This is possible to do because to 
prove a salary is real is very expensive and very difficult if a court 
trial is involved. Of course the revenue agents act in good faith, but 
as has been pointed out by another witness, the tax laws are what they 
are, and the concept of reasonableness prevailing varies from man to 
man and may well vary between the owners of a small business and 
the revenue agents who have to enforce these laws. 

Of course this issue is largely confined to small business, and the 
big business never or very seldom suffers this type of tax difficulty be- 
cause the stockholders and the management are not the same people, 
and it is always assumed that the self-interest of the stockholders is 
enough to take care of the reasonableness of the salary of the man- 
agement and so the tax auditors don’t attempt to second guess the 
stockholders but in a small business where the management and 
owners are the same people this reasonable salary requirement is 
always a sword hanging over the small-business head particularly 
when it is the least bit profitable. One way to relieve this problem is 
to simply eliminate the reasonableness requirement for any salary for 
full-time employment. In other words, a small-business owner 
couldn’t put his Aunt Nellie on the payroll who spends all her time in 
Florida rather than working in the business, but he could put any full- 
time employee on the payroll at any salary and this would be allowed 
as a deduction. 

I believe this amendment in most cases would recognize what is a 
business fact of life that the owners who work full-time in the busi- 
ness are in fact responsible for most if not all of its income and con- 
versely to say that a corporation must pay dividends is really quite 
unreal where the capital investment is very small and the personal 
services of the owners really produce all the income. It seems to me 
this reasonableness requirement has produced hundreds of tax cases 
which I am sure have cost the Government as much to win them as 
the revenue they have derived, to say nothing of the cases where the 
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taxpayer has won at great expense to him which may nullify his vic- 
tory. Itisavery costly and uncertain law to enforce, and I think that 
if the sole test were full-time employment, I think the needs of the 
revenue would be protected and small business would be relieved of 
this burden which is peculiar to it. 

Another burden in the tax laws which is peculiar to small business 
is the penalty tax for so-called improperly accumulating surplus. 
Now I am not an economist, gentlemen, but I have heard enough here 
this morning to lead me to believe that today small business can’t im- 
properly accumulate surplus. Anything that it can accumulate, and 
the prior witnesses have pretty conclusively demonstrated it is hard to 
do, but if it did accumulate anything, the tax laws should not call it 
improper and I think I have heard enough today to make that quite 
convincing. 

It seems to me today there is an exception for such accumulations 
of $60,000 but of course that is woefully inadequate and if we are going 
to have any kind of a penalty tax on corporations for accumulating 
their earnings in liquid form, it certainly ought to apply after a much 
bigger exemption, and I don’t know where the exemption should be, 
but I believe that if this penalty tax for accumulation of surplus were 
repealed entirely, I don’t believe the revenue laws would suffer any 
substantial loss because those cases are few and far between; the 
Government wins very few of them; the taxpayers win them after very 
expensive litigation because the defense to this tax is that the money 
is really needed in the business only at some future time. The tax 
arises when the corporation has been able to accumulate its funds in 
liquid form. That is, in investments in other companies or cash, and 
the Internal Revenue proposes the tax because they say the accumula- 
tion is simply to avoid the dividend tax on the shareholders and the de- 
fense is no, we are going to expand and that is exactly the purpose for 
which small-business accumulations are to be encouraged, if I am to 
follow the testimony of the previous witnesses. 

Senator Proxmire. Pardon me. If you abolish the limitation en- 
tirely, the $60,000 limitation, isn’t there an opportunity to accumulate 
surplus indefinitely for a big company? Of course the really big 
companies could benefit very greatly, I can see, and then for an owner 
of a large company, relatively large company, to sell, and simply pay 
a capital gains tax and make a fantastic tax saving. 

Mr. La Buppe. No, I don’t believe there is any such opportunity. 

Senator Proxmrre. If there is no limitation. 

Mr. La Buppe. I am assuming the tax is abolished entirely and I 
don’t believe there is any possibility for tax avoidance in this economy. 
Maybe at some future times when our times become much better and 
these problems you are investigating are alleviated, at such future time 
perhaps the tax should be reenacted, but today I don’t believe there is 
any possibility for tax avoidance. Small businesses are having a 
hard enough time. 

Senator Proxmire. Isn’t the only way to find an advantage is to set 
a limit? Maybe I don’t understand. 

Mr. La Buppe. I don’t believe so, because in large business the pres- 
sure against accumulation is terrific, the stockholders want their divi- 
dends. The management of big business may draw a salary of 
$100,000 a year per person but the stockholders may be small farmers 
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or working people all over the country who want their dividends and 
they are not interested in av oiding surtax on the dividends if they were 
aided. They are independent in seeing that the balance sheet looks 
reasonable and I don’t believe that a lar ge business, whose stock is 
traded in the stock exchange and which is widely held, could get away 
very long with unduly or improperly accumulating surplus in the 
form of cash investments. 

Senator Proxmire. I see your point. I am getting at the business 

most of us would consider large, but is very small compared to the 
company listed on the stock exchange. I am talking about the $1 
million to $5 million company, owned by a family in which large tax 
liabilities are likely to accrue and this would seem to me to be a 
possible opening up of a potential loophole. But go ahead. 

Mr. La Buppe. I am glad you brought that up. I might say this, 
that I didn’t propose to mention this, but we have a personal holding 
company penalty tax in the law over and above this improper accumu- 
lation, a personal holding company is defined very technically in the 
law but it in effect is an “incorporated pocketbook where in the days 
before this law was enacted extremely wealthy persons used to put 
their securities into a corporation and just accumulate the dividends, 

Senator Proxmire. No, I am not talking about a holding company, 
a wholly owned manufacturing concern. 

Mr. La Buppr. A holding company is defined as having 50 percent 
or more of such income. Your danger of tax avoidance would be 
alleviated by this holding-company tax because if the dividend were 
accumulated so much that they were more than 50 percent of the in- 
come of the company when you included its operating income then you 
would run into this personal holding company tax and I believe that is 
pretty sufficient. 

Senator Proxmrre. You have to go pretty far before you go that 
far. but I see. 

Mr. La Buppr. Yes, but I do believe that improper accumulating 
surtax is a penalty which could well be avoided. I would have to say 
of course there would be a few cases of tax avoidance, I don’t think 
there is any question about it. Even today there are some very profita- 
ble small businesses, no question about it, but by and large if small 
business needs relief you have to pass the tax law in the form of a gen- 
eral provision and some people, of course, will abuse it, but I believe 
that the measure of relief justifies the repealing of this particular tax 
at this particular time. 

Another difficulty which small business has in the present tax law 
and which is not productive of a great deal of revenue for the Gov- 
ernment is the so-called thin corporation line of disallowance. I say 
disallowance because this arises when a corporation owned by a few 
people consists of perhaps 90 percent loans by the owners and 10 
percent stock, and the corporation attempts to deduct interest on these 
loans, and the internal revenue agents say, ‘These are really not loans, 
no matter what you call them on the books. We don’t think it is rea- 
sonable to have a corporation with 90 percent of its capital loaned to it 
and therefore we are going to disallow half or three-quarters or some 
fraction of the interest and call it dividends.” 

Now, I think that is unreal for several reasons, but first of all, these 
people who organize the corporation should have the proper freedom 
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of choice to choose how it should be incorporated, and furthermore, if 
the day-to-day creditors, the suppliers of this corporation, if they deal 
with it, extend credit to it and deal with it on the basis of its capital 
being 90 percent loaned to it, then I think the tax laws could well ac- 
cept the corporation also on that basis, and specifically I believe the 
amendment to the tax law should be able to take care of this problem 
simply that interest deduction shall never be disallowed solely on the 
ground of improper ratio of debt to capital. Of course that would 
still require the corporation in fact to have a loan, if it is stock, there 
would be no interest deduction, but if it is a loan, the deduction should 
not be disallowed or ever questioned on the ground of the ratio. It 
seems to me that the self-interest of the creditors of the company is 
enough to enforce whatever interest the Internal Revenue has in the 
nature of the capital of the company, and all of these things that I am 
suggesting are simply freedoms of a small corporation to operate as 
the business dictates may require it. In difficult times a man with 
some capital put by, may not wish to invest in a small corporation in the 
form of stock, and he may wish to invest in the form of a loan, and if 
this loan will enable this particular small business to get over the hump 
in a particular case, it seems to me it would be well to allow that rather 
than to have him say after consulting his tax counsel, “I don’t think 1 
can do that because Internal Revenue would disallow the interest de- 
ductions anyway, and the corporation couldn’t accumulate the surplus 
profits enough to continue.” 

Generally there could be several aids to the tax law which are not 
so technical as those I have just discussed. ‘These I have just dis- 
cussed are ones that bother every tax lawyer and cost small corpora- 
tions considerable money when they run up against them, and I don’t 
believe the gain in the revenue to the Government is very great from 
these or loss of revenue would be very great from the repeal of these 
sections, but I believe there could be a very substantial raise in the 
dividend exclusion for dividends from small corporations. 

Now, as distinguished from the prior witness, I] am now talking 
about the tax on the shareholder, not the corporation, but today we 
have a $50 dividend exclusion for dividends from any source, and |] 
would say, I would propose at that time dividend exclusion for divi- 
dends from small business could well be increased to, say, $500 or 
$1,000 a year per person to encourage small business to pay out its 
funds when it can and this, of course, would Pate encourage in- 
vestment in small business. Furthermore, I didn’t mention that a 
small business could well be afforded an election under the tax law to 
be taxed as a proprietorship or as a partnership, depending upon the 
number of its stockholders. That is something that has been men- 
tioned many times. It has already been discussed at length as to 
how the surtax rates could be lowered. ; 

I believe I would very heartily concur in this. The possibilities of 
decreasing the surtax are many. For example, in other brackets, 
several other practices could be corrected, there could be a flat ex- 
emption of all income under $50,000; have no tax on that amount of 
income, but whatever form of relief is given by way of reduction to 
surtax, two things are certain, first a study of the revenue must be 
made as to the source, the loss of revenue from this source, and 
secondly, you can be sure, gentlemen, that if you reduce the surtax 
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rate for a limited amount of income, say up to $50,000 or $75,000, that 
you are channeling your relief toward small business; that is a very 
easy and obvious way to relieve small business and I think it is one 
of the methods that deserve priority on your list of considerations, 

Representative Hill, I understand, has proposed a bill- 

Senator Proxmire. May I just interrupt to say that we very much 
appreciate this testimony. I think it is excellent. I am informed 
by people who have listened to the testimony before that although 
there have been a number of hearings you have brought up some 
extremely useful and new information to us, for which the com- 
mittee is very grateful. 

Some of the things you have raised we would like to question. 
However, our time is so limited and we are falling so far behind, I 
would very much appreciate it if you could just summarize what you 
have left and put the rest into the record, and believe me, the com- 
mittee will carefully review what you have here, because this is an 
excellent statement you are making. But time is so limited. 

Mr. La Bunppe. I would just as soon stop now. Everything else I 
have to discuss has been discussed in some form or another this 
morning and it is all in the statement. I would be happy to answer 
questions, if not, I thank you for your time. 

Senator Proxmire. We would like to ask questions. 

Senator Tuyr. I have no questions. The statement is quite clear 
on all the points that you raised. I have been looking through it. 

Mr. La Buppe. Thank you, Senator. 

Senator Proxmire. Mr. Erickson ? 

Mr. Erickson. No. 

Mr. Messick. No. 

Senator Proxmire. Thank you very much, Mr. La Budde, that is 
very helpful. 

(The statement of Mr. La Budde in full is as follows:) 





STATEMENT OF Roy C. La BuppE, AtrorNEy, 110 East WISCONSIN AVENUE, 
MILWAUKEE, WIS. 


POLICY TO AID SMALL BUSINESS 


From the purposes stated in the Small Business Administration Act, enacted 
in 1953, the public can recognize that a policy has been adopted to encourage small 
business as such. To me, this means that not only are the disadvantages of a 
small business to be minimized insofar as possible by legislation, but also that 
small business is to be given some benefits or relief not available to large business. 

In accord with this policy, the Senate Small Business Committee has decided 
that the encouragement of small business shall take the form of tax relief, among 
other forms of relief. If so, we must not confine our attention to amending 
provisions of the tax laws which have the effect of discriminating against small 
business because of its essential differences from large business, but we should 
also consider how relief provisions can be enacted in the tax laws to give extra 
benefit to small business in the form of lesser tax burden. 


DEFINITION OF SMALL BUSINESS 


Before considering any specific form of tax relief it is necessary to define what 
small business is. The Small Business Administration Act defines a small busi- 
ness as one independently owned and operated and not dominant in its field of 
operation. That act also suggests that the dollar volume and number of em- 
ployees are other criteria to be considered in determining whether a particular 
business falls on one side of the line or the other. In another Federal statute 
(50 App., sec. 468 (a) ), dealing with Government procurement, a “‘small business” 
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is defined by a threefold test: (1) not dominant in its trade or industry; (2) 
having 500 or less employees, and (3) being independently owned and operated. 

Putting these statutory definitions aside for the moment, it seems that an annual 
dollar-volume test alone is indicative of what is generally considered small busi- 
ness aS compared to large business. For example, if we set a gross sales limit 
of $5 million per year as the dividing line between large and small business, we 
will with few exceptions have segregated those businesses with small number 
of employees which are not dominant in the trade or industry. As a rule, too, 
a business grossing less than $5 million a year will have few stockholders because 
the public is not interested in risking an investment in a business that small. 
In addition to annual sales, the amount of net income before taxes taken in 
conjunction with net worth of the business can also be used to define a small 
business. Whatever definition is used, it is bound to be arbitrary in borderline 
cases. 

TWO DIFFERENCES BETWEEN SMALL AND BIG BUSINESS 


In order to consider how the tax laws can be amended to encourage small busi- 
ness, the significant differences between small business and big business must first 
be recognized. If small business as such is singled out to be helped, tax relief must 
take account of such differences. There are of course many differences in the 
methods of operation used by small and big business. However, I think the dif- 
ferences between small and big business should be noted from the standpoint of 
the individual, with a given amount of money invested. There are at least two 
very substantial differences to an investor as between an amount invested in a 
small business and a like investment in a big business. 

First, the investor will see a considerable difference in the saleability of his 
investment; that is, the degree of liquidity or marketability tends to vary in direct 
proportion to the size of the business invested in. An investment in a small busi- 
ness is as a rule much harder to sell for anything near its fair or intrinsic value. 
Stock exchanges and over-the-counter markets provide ready means to sell an 
interest in a big business. 

Second, a substantial difference exists as to the degree of control over, and the 
responsibility for, corporate affairs which a given amount invested will afford the 
investor in a small business as compared to a big business. This control may 
become absolute in the case of one or even several owners of a small corporation. 
Where owners of a business are its active operators, any attempted distinction 
between the interests of the business itself and that of its owners and operators 
seems unreal or artificial. 


TAX LAW AMENDMENTS SHOULD RECOGNIZE THESE DIFFERENCES 


These two differences are already recognized in many parts of the tax laws, not 
only in the various forms of tax relief already extended to small businesses but 
also to protect the interests of the Government. The tax laws over the years 
have been amended from time to time to limit possibilities of tax evasion by means 
of control over small corporations or partnerships. However, in these times of 
high-bracket income taxes, if we are to offer some extra measure of tax relief to 
small business, its essential characteristics must be recognized so that such relief 
can be channeled directly toward small business. 

For example, present income-tax laws do not permit a small corporation to buy 
its own shares unless the selling stockholder runs the risk of an income-tax 
penalty in the form of application of ordinary income, rather than capital gain, 
rates. But in many instances there is literally no market for an investment in 
a small business except the business itself. If a stockholder can sell his stock to 
his corporation and be assured of capital gain, his holdings will be rendered more 
saleable because the tax effect is the same as if he had sold shares of a large cor- 
poration on the stock exchange. 

Furthermore tax laws have in general failed to recognize what are small busi- 
ness facts of life; there is or may be very little real distinction between the pur- 
poses of a small corporation itself and that of its owners who operate it. Pri- 
marily for this reason, the tax laws create uncertainties in requiring arm’s- 
length terms in dealings between the small corporation and its owners. Small 
business thus suffers the additional handicap of having its freedom of operation 
restricted out of proportion to the tax revenue gained by such restrictions. Very 
often small businesses are subjected to lengthy and expensive tax litigation, 
because the paperwork was insufficient to make artificial distinctions seem real. 
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Specifically, if the tax laws were amended to permit a small corporation to 
purchase (redeem) its own shares under most conditions on a capital-gain 
basis to the seller, interests in small businesses would become vastly more 
salable. The income-tax law today assures capital gain for very limited re- 
demptions by the estate of a deceased stockholder to pay death taxes and ad- 
ministration expenses (sec. 303 of the Internal Revenue Code). However, this 
provision applies only where the deceased’s interest in the corporation was a 
relatively large part of his estate. It may be just as advisable, or even more 
so, for an estate with a small share in a small business to sell such share rather 
than other assets it may have; and, in any event, allowing a deceased’s estate 
freely to redeem a relatively small interest in a small business would in most 
instances be providing a market where none existed at all. 

Also, the tax laws should permit capital gain on the redemption of the entire 
interest of a living shareholder, assuming he does not reacquire his stock within 
a relatively short time, even though the shareholder has given away other shares 
to his family or will render services as a director, employee, or adviser after 
the redemption. In other words, the redemption of all of the stock of a living 
shareholder should be allowable under all conditions, excepting perhaps a limi- 
tation should be set on reacquisition of shares within the specified period. 

Redemption possibilities may not always provide the desired market. The 
corporation may not have the funds to purchase its own stock from a_ stock- 
holder or his estate, or may not wish to expend its funds for that purpose. To 
alleviate partially the problem of nonliquidity in these instances, the law could 
provide that so much of the Federal estate tax as is attributable to the small- 
business interest included in the decedent’s estate should he payable in install- 
ments over a reasonable length of time. I understand a bill to this effect has 
been introduced by Representative Hill, of Colorado. This would be a broader 
provision than the one already in the law allowing installment payments only 
in hardship cases. 

There are several amendments which could be made to the tax laws to mini- 
mize the uncertainties resulting from artificial distinctions between the purposes 
of small corporation itself and the purposes of owners thereof. 

Most owners of profitable small corporations have had understandable diffi- 
culty on account of the requirement in the tax law that salaries paid must be 
reasonable to be deductible. If a salary paid exceeds a reasonable amount, as 
determined upon an audit several years later, the excess salary is disallowed 
as a deduction, and treated as a dividend. Owners of small corporations who 
have worried and sweated long hours in their businesses may well think this 
requirement of reasonableness of salaries is artificial, especially where their 
efforts in fact have created all the income of the corporation. Often the issue 
of disallowing a part of the salaries paid is raised by revenue agents and then 
withdrawn to get concessions on other issues. This is possible because to prove 
a given salary is reasonable is a difficult and in most instances expensive under- 
taking, particularly if court trial is involved. The revenue agents act in good 
faith, but their concepts of reasonableness may not be realistic. This issue is 
largely confined to small business. In big business the management and the 
stockholders are not the same persons, and the self-interest of the latter is con- 
sidered sufficient to take care of the reasonable-salary requirement. 

One way to relieve small business of the costly problem of setting salaries 
is to eliminate the reasonableness requirement altogether as to any comnensa- 
tion for full-time employment. This would recognize what is a fact in most 
small corporations—the owners who work full time in the business are responsi- 
ble for a great part, if not all, of the income. Conversely, to say that a corpora. 
tion should pay dividends is unreal where the capital investment is small and 
personal services of the owners produce most of the income. 

Another troublesome area in the tax law peculiar to small business is the addi- 
tional penalty tax applicable to corporations which are so-called improperly 
accumulating surplus. This tax applies to funds accumulated by the corporation 
over and above what may be the reasonable needs of the business. There is, 
however, a flat $60,000 exemption for such accumulations. As in the case of rea- 
sonableness of salaries, it is often very difficult (and expensive) for a small busi- 
ness accumulating its funds in liquid form to prove what may be its reasonable 
needs, particularly where the accumulations are for future plant-expansion tax. 
Difficulty of proof in many cases has compelled settlement by paying at least a 
part of the assessment of this tax. In the face of continually rising costs and 
inadequate depreciation reserves, it seems proper to allow a small corporation to 
accumulate its funds in liquid form to a much greater extent. If small business is 
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to provide its own capital for future replacements, the saving for this purpose 
must commence many years in advance of the expenditures, To allow such sav- 
ings without tax penalty would help to alleviate one of small business’ most 
urgent needs, the accumulation or acquisition of new capital for expansion and 
acquisition of equipment. Specifically, this penalty tax could be eliminated 
entirely, or, at least, the $60,000 exemption should be increased substantially, 
say to $500,000. 

Acquisition of capital by small business is also made difficult by another trouble. 
some field of tax law: Deductions for interest paid by a small business are often 
questioned solely on the ground that the corporation is “thin.” This problem 
arises when the organizers or owners of a small corporation do not wish to place 
any more of their capital at the risk of the business, and therefore make loans to 
the corporation. Disallowance of deductions for the interest paid on such in- 
debtedness proceeds on the theory that it is to be considered additional stock for 
income-tax purposes, because the actual stock interests are too thin. Internal 
Revenue thus determines what is a proper debt-capital ratio. It would seem that 
if the day-to-day suppliers of a small business extend credit on the basis of a large 
part of its capital having been loaned to it, then Internal Revenue Service should 
accept the corporation on that basis also. Specifically, an amendment to the tax 
law could be enacted to prohibit the disallowance of interest deductions solely on 
the ground of the ratio of debt to capital. 

Two other amendments which are perhaps less technical in nature but non- 
theless important to small business could also be considered: The dividend ex- 
clusion could be raised to perhaps $500 a year per person as to dividends received 
from small business. Also, a small business corporation could be afforded an 
election to be taxed as a sole proprietor or a partnership, depending upon 
whether it had one or more stockholders. This could be an election similar to 
that already contained in the code in section 1361 allowing proprietorships and 
partnerships to elect to be taxed as corporations. 


OTHER AMENDMENTS TO AFFORD TAX ADVANTAGES FOR SMALL BUSINESS 


The amendments just discussed for the most part relate to alleviating the 
problems of small business arising out of its two essential differences from large 
business; that is, its nonliquidity and the close identity of the purposes of the 
owners and operators with those of the business itself. 

Several other tax amendments have been suggested from time to time which 
certainly bear brief repetition here. These are means by which tax law could 
grant small business definite advantages in order to allow it to accumulate 
necessary capital. 

Recognizing, as already pointed out, that one of the commonest problems of 
small business is undercapitalization, several proposals have been made to reduce 
the tax rates applicable to small corporations. I understand that the bill intro- 
duced by Representative Hill would reduce from 30 to 20 percent the tax rate 
on the first $25,000 of corporate profits. Another solution would be to eliminate 
all tax on corporate income up to a certain amount, say, $25,000 or $50,000. As 
a middle ground, another alternative would be to create an in-between bracket 
of $10,000 or $15,000, below which a tax bracket of 15 or 20 percent could apply 
as distinguished from the 30 percent now applicable to the entire first $25,000 
of income. 

All of these reductions in the tax rate must be considered in the light of the 
Government’s need for revenue. A thorough study of this need, and the present 
sources of revenue, will disclose whether such tax relief is advisable or possible. 
It would seem that no flat reduction of rates applicable to small business (or 
anyone else for that matter) could properly be considered without first deter- 
mining whether the Government’s demands for revenue can be decreased, or 
whether the revenue can be made up from other sources. 

The bill proposed by Representative Hill, which I have mentioned twice in 
other connections, also would allow a deduction for spending on plant expansion 
up to $150,000 a year. The small corporation may, however, not have sufficient 
income in the year of the expansion to take advantage of such a large deduc- 
tion. Additional income resulting from the expansion may not be realized until 
several years after completion of the new facilities. Therefore, to be of full 
benefit, Representative Hill’s proposed deduction should be allowable as a part 
of a loss carryover extended to future years when the new facilities are in full 
operation, which may not oceur soon enough to utilize the deduction within the 
present 5-year loss carryover. 
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Another form of tax relief to encourage small-business expansion would be 
the allowance of an additional deduction on account of new capital invested 
during the taxable year, even though such capital may not be expended for new 
facilities. For example, it could be provided that 5 percent of new capital 
invested during the year and left at the risk of the business throughout the 
year is deductible over and above other deductions, and such deduction also 
could be allowed for 1 or 2 years after the investment is made if it is left in 
the business unimpaired. 

It may be well also to consider the reduction or even elimination of the 
capital gain rate applicable to gain from the sale of interest in small business— 
whether from the sale of stock or assets of such business. Perhaps capital 
gains tax on such sales could be eliminated altogether. It is not unusual for 
the owner of a small business who has built it up from scratch to feel “locked in” 
upon reaching retirement age, because of the capital gain tax payable if he sold 
the business. Perhaps the capital gain tax on the sale of small-business interests 
could be lowered without any loss of tax revenue, because the loss from reduc- 
tion of rate would be made up in increased volume of such sales. 

Finally, many well-known economists and financiers have advocated a more 
realistic allowance for depreciation than that based on initial cost. Bxactly 
how such depreciation would work has been argued back and forth. I believe 
that all proponents of increased depreciation rates agree that depreciation 
deductions against current income should be computed on a replacement cost, 
which is somehow computed (estimated) when the article is acquired, and 
perhaps recomputed each year when the annual deduction for depreciation is 
claimed. The purpose is to have a depreciation reserve equal to replacement 
cost when the article must be replaced. 

In conclusion let me say that no one has suggested that there is any particular 
form of tax relief which in and of itself would alleviate all of the problems of 
small business. I suppose that even if all income taxes on small business were 
lifted, it would still have problems, to say nothing of the loss of revenue to the 
Government. I do not believe that any magic formula exists, at least in the 
field of tax law amendments. The best Congress can do is to make educated 
guesses, based on a study of both the need for tax revenue and the problems 
of small business. It is not too optimistic to hope that tax amendments made 
on such guesses will, largely by trial and error, eventually evolve into forms 
of tax relief which will give small business genuine encouragement. 


Senator Proxmire. Is Mr. R. W. Steel present? 

Again I am going to identify you and correct me if I am wrong, 
Mr. R. W. Steel, treasurer, Wisconsin Plumbing & Heating Supply 
Co., of Milwaukee. 


STATEMENT OF R. W. STEEL, TREASURER, WISCONSIN PLUMBING 
& HEATING SUPPLY CO., OF MILWAUKEE, WIS. 


Mr. Sreex. That is right. 

I am just getting over a cold, so if I have to make this rather 
short, and I did my own typing, so you will probably undoubtedly 
find a few errors in here, typographical ones. 

I happen to represent the third generation in my particular busi- 
ness. I am the third one in the line now, started by my grandfather. 
Well, gentlemen, in the span of a century 1857 to 1957 there have 
been more than 1 million business failures. Casualties are currently 
2.6 times higher than there were in 1857. A gloomy picture, isn’t it? 

O. K. Now everyone hit the panic button. Small business is on 
the way out. The corporations are getting bigger and bigger until 
there will be only a few supercorporations. 

Now, let us stop a moment and take a look at things in their true 
perspective. I only gave half of the story. Fortunately the rise in 
failures has not kept pace with the total number of concerns. Busi- 
nesses are 10 times as numerous today as they were in 1857. 
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The causes of about 90 percent of the failures were lack of man- 
agerial experience and incompetence. Should these people be kept 
in business? I think not. If business failure is limited then entry 
into business must also be limited. This no one would want. 

Maybe I shouldn’t be in business. To put off the day of failure 
by governmental concessions is unfair to the taxpayers, because it 
wastes his money—my money and your money. 

Reduce the corporate tax on large and small alike and will compete 
with the big ones for our share of the consumer market. 

Only one thing, I believe, gives a large corporation an advantage 
over the small ones. That is the taxing of dividends in the hands of 
the recipients. The only special change I would advocate would be, 
not taxing dividends received from small corporations which do not 
have as ready access to the stock market as do the larger, more well 
known corporations. ‘his would draw capital to the small corpora- 
tion, by enabling them to give a greater rate of return to the investor 
for the greater risk involved in investing in the small corporation over 
the larger, better known, and established ones. 

Along this same line the reduction of personal income tax to a top 
rate of 35 percent so there would be more capital available for invest- 
ment. 

Where are we going to get our capital but from people? | 

Immediately the cry goes up, that this favors the rich. Does it? 
This would give a person in a low-income bracket the hope that he 
could increase his lot in life by a little diligence and frugality. In the 
productive years of his life he could be making his investments, so in 
the eventide of his life he would have to look to no man for help. 

This country became great because a man could reap the benefits of 
the fruits of his own labors. But when over 50 percent of a man’s 
income is taken, is it right? Can this country continue to be great? 

A man who earns 3 times as much should pay 3 times as much taxes. 
This is only fair, isn’t it? Take, for example a head of a family of 
4 making $20,000 and head of a family of 4 making $4,000 a year. 
One is making five times what the other is making. Does he pay 
five times as much asthe other? No, he pays 16 timesas much. Even 
if you do not take into account the exemptions for dependents, he is 
still paying nine times as much. 

Senator Proxmire. May I interrupt there to ask, you are talking 
only about Federal income tax. You are not including any kind of 
excise tax, State tax, property tax, only Federal income tax. 

Mr. Sreev. The Federal income tax, the normal and the surtax. 

Many say that a tax reduction would be inflationary. They sup- 
port their argument by saying the reduced taxes would give the people 
more money to spend, and thereby add to the inflationary pressures 
already present in our economy. ‘This is based on the assumption 
that the people are completely predictable. Take a look at history 
and you will see that you cannot predict what the American people 
will do under a given stimulus. If the people have more money to 
spend you may be surprised to find that less money is actually being 
spent for goods and services instead of ‘more. The people may be 
taking that additional money plus a little more and purchasing in- 
vestments of one kind or another. 

It may not happen that way, either. It is almost impossible to 
predict one way or the other. 
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Investment involves risk—why should I take a risk when my chance 
of getting a return is so small due to high taxes? Here is an example 
of what high taxes can do. I am quoting from an editorial which 
appeared in 1 the Cleveland Plain Dealer. 


Have you heard about the lathe that cost $12,000 in 1942, but which took more 
than a million dollars to replace? 

In 1942, Thompson Products bought a lathe. The cost was $12,000. Under 
Federal tax laws the cost could be depreciated over a 14-year period. So, last 
year, when the lathe had to be replaced, Thompson had $12,000 set aside, plus an 
additional $1,000 which was the resale value of the old lathe. 

However, in 1956 the same model lathe that had sold for $12,000 in 1942 was 
selling for $35,000, and a new model with attachments to meet the advanced 
needs of the industry cost $67,000. 

So the company found itself with only $13,000 to buy a $67,000 piece of equip- 
ment. 

The additional $54,000 had to come from profits. But in order to clear $54,000, 
Thompson had to make a profit of $112,000 before taxes, and in order to make 
that much profit the company had to sell more than $1,250,000 worth of products 
to customers. 

It took a million and a quarter dollars of sales for the company to replace 
one lathe, and not 1 cent went to the stockholder ! 

A million and a quarter dollars to replace one machine so three Thompson 
employees, one shift, could continue working! 

This is something to think about when agitators scream about high corporate 
profits. No profits, no new machines, no jobs 


Karl Marx placed a highly progressive tax second only to abolition 
of property ownership in land as a means of achieving the Commu- 
nist revolution. It is fundamental to all socialistic trends. 

No man in business wants to come on bended knee with his hands 
outstretched saying, “Please vote a legislative plum for me so I will 


be able to stay in business.” 

Where are the men that by their own ingenuity, energy, and ideals 
will become successful? Are we becoming a nation of people that 
look to the Federal Government as a benevolent father or are we able 
to stand on our own two feet ? 

Senator Proxmire. Thank you very much, Mr. Steel. 

I do regret that this isn’t a week-long hearing so I would have an 
opportunity to ask questions. There are so many provocative and 
interesting points that have been raised and I would like to ask ques- 
tions on a number of things, but I am going to forego that opportunity 
because the time isso limited. I think that you have ce rtainly given us 
a lot of useful suggestions, although I must say there are some points 
in here with which I would take disagreement if there were more time. 

Senator Ture. No questions. 

Mr. Erickson. No questions. 

Mr. Messick. No questions. 

Senator Proxmire. Thank you very much, Mr. Steel. We ap- 
preciate your testimony. 

Is Prof. Harold Groves here? Professor Groves. Prof. Harold 
Groves, professor of economics at the University of Wisconsin in Madi- 
son. Professor Groves, I have asked for corrections. I think I am 
certainly accurate in this case because I have known Professor Groves 
for a number of years and we are very proud and happy to have him 
here. We consider him perhaps Wisconsin’s outstanding authority on 
taxation. 
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STATEMENT OF HAROLD GROVES, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF WISCONSIN, MADISON, WIS. 


Mr. Groves. I have a couple of copies of this. I am sorry I don’t 
have more. I did this on my own typewriter over the weekend. 

Mr. Chairman, members of the committee, I much appreciate your 
invitation to come here. Whenever | acc. an invitation of this 
kind I always feel that you have a much harder job than I have. We 
both are supposed to think, but you have to make deci isions, and much 
more depends on them. 

I should add that | am one of the few people here who are not meet- 
ing a payroll, though actually I have met one at one time. 

‘Whatever else you say about small business, there isn’t any question 
but what it has a good many handicaps under the tax system. It can’t 
afford the specialized personnel that large business uses effectively to 
minimize the taxes. 

When a man is his own accountant.or very often his wife is his ac- 
countant, he can’t make much use of LIFO inventory accounting or 
diminishing balance depreciation or stock options, and it is also true 
that he finds it difficult to afford the type of lobby in Washington that 
gets the tax laws softened up for minimization. 

I know that you would receive much more kindly suggestions that 
involve the substitution of revenues rather than reduction of revenues. 
Taxation is a game where it is much easier to play giveaway than it is 
checkers, and I shall even take the position that 52 percent is high 
enough, so that creates something of a dilemma. 

What I have to suggest, however, outside of two smaller points— 
what I have to suggest is neither very new nor very original. It is 
simply that the time has now come—but it is controversial—I suggest 
that the time has now come for you gentleman to gird your armors and 
to review very diligently and courageously the special concessions that 
have, if I may use the phrase, wormed their way into the tax laws 
during the last couple of decades. I will try to get a reprint of a study 
for the committee '“—I wasn’t able to do it so far—but I have a study 
by a respectable scholar who calculates that if such points as percentage 
depletion, some aspects of capital gains, tax-exempt securities, fringe 
benefits for executives, and perhaps the rapid writeoff of the 1954 act 
would result in favor of the revenue, that you could reduce rates, all 

rates, as much as a fifth. That gets the regul: ir rate down to 43-and 

the subrate down to 24, I believe, something like that, and I think 
most. of the critics who haven’t met a payroll would agree that it 
would be better both for equity and incentive if the laws were more 
neutral and the rates were lower. 

Now, there are two views about concessions. One view is that, after 
all, they come out of the Government purse, and the Government 
spends just that much less, if somebody gets his tax reduced. The 
other view is that they come out of the hides of the people who are not 
in a position to take advantage of the favors. There might be an ele- 
ment of truth in both, but I think the second is more largely true, and 
if that is so, that means that concessions paid to the oil and gas indus- 
try, for instance, under 2 heads, expiration expense capitalized and 


4“ The reprint referred to was not available at the time this hearing went to press. 
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depletion allowance running to the tune in terms of income, they tell 
me of about $414 billion, that comes right out of the hide of some 
small manufacturer here in Milwaukee. 

Now, I know—well, I should say about that one-fifth relief that of 
course if that were weighted somewhat more than proportionately to 
small business, it would be much greater than that 6 percentage points 
on 30. I figured it out from statistics of income that the $25,000 
bracket of income is about 10 percent of the base, and up to $100,000 
is about, perhaps a little more than a fifth, which means that 1 per- 
centage point in the first bracket equals about—well, 10 percentage 
points in the first bracket equal about 1 at the top, or on the 52-percent 
part of the corporate income tax base. 

Now, I know that you find arguments on all of these alleged conces- 
sions, and time is too short to go into them very much. I might just 
talk percentage depletion a little. I know you can make a defense for 
it on the ground, first, that it constitutes a fine incentive for necessary 
industry and important industry. I think that is very true, but the tax 
reduction would also constitute a fine incentive for our Milwaukee 
manufacturer, and I am of the opinion—I think it is very conservative 
economics—that we would do well, at least in this case, to move in the 
direction of the free market as the allocator of resources in this coun- 
try, if we are to have subsidies, they should be open and not part of 
the tax system, and, so far as conservation is concerned, and national 
defense, I don’t think we are going to solve the problem of national de- 
fense by riding across town in a station wagon to mail a letter. We 
have overdone automobile traffic in this country. It is ruining our 
mass-transportation system, and if returning the allocation of re- 
sources to the open market should raise the price of gasoline a little 
bit, I don’t think this country would be ruined. 

Now, I realize that I am certainly treading on some people’s toes, 
and I will go on to something else. 

I am interested in this problem of the small-business man who has 
to pay an estate tax when he dies, and I think that if something 
could be done about that situation which wouldn’t be contrary to the 

rinciple of the estate tax, it would definitely be in the social interest. 

t has been mentioned and I think probably most people would favor 
giving this individual, as a matter of right, a longer term in which 
to work out his salvation and pay his tax, at a favorable rate of 
interest. I think it is 4 percent now. It is six in some other places 
in the law. Even four could be reduced a bit. I think also that there 
are grave problems of salvation in that situation. It is awfully un- 
certain as to what the stock will sell for. If it is a minority interest, 
who will buy it? And if it is a majority interest, it is probably a big 
company that is going to buy it, and it will be a louie bargainer in 
the picture. I have done some work on this, and I can’t stop and take 
too much time but I think the committee might very well examine the 
valuation question; that the valuation procedure could well be made 
more favorable to the taxpayer in the case of substantial liquida- 
tion of a small business to pay an estates tax. 

Now, the third thing that I have to suggest is quite involved. It 
involves this question of undistributed profits and dividend credits. 
Senator Proxmire. Mr. Erickson? 
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Mr. Erickson. Do you have any specific recommendations on yalua- 
tion, professor? I won’t ask for them now but I wondered, if you 
do, if you would submit 

Mr. Groves. I just barely mentioned it in this, but. I would be 
happy to write you a letter. I do have some ideas, 

r. Ertcxson. Would you please. We have heard some testi- 
mony across the country on this point and I think the committee 
would appreciate very much receiving your comments on it.’® 

Mr. Groves. Thank you. 

Mr. Erickson. Thank you. 

Mr. Groves. About the dividend credit and the undistributed 
re, I have always had the feeling that the Congress in the 1954 
law stepped off on the wrong foot with the dividend credit, that it 
should bi been given at the corporation end rather than the in- 
dividual end. If you are going to have a dividend credit it should be 
a dividend paid credit instead of a dividend received credit. For one 
thing, this is the only way to take account of the fact that a great 
many corporations are able to shift their burden of corporate tax to 
the consumer. If you had a dividend paid credit, you could then 
give a partial credit not only for dividends paid, but in the case of 
small companies, also for reinvestment, but not for large companies, 
and this would duly take account of the fact that the small companies 
find it prohibitively expensive to borrow in the market. 

Now, again, I have the feeling that tax favors to undistributed profits 
in the case of the economy at large has been greatly overdone, that this 
is the mother of trusts and mergers and the web of Wall Street, if 
you please, to mention a lot of odious things. A big company can’t 
afford to declare dividends, notwithstanding the pressure and the first 
thing he wants to do is to merge with some other company to get rid 
of its money; buy up other companies and I would say if you would 
have a credit, it should be a dividend paid credit and you could work 
in very neatly with that the favor to small business up to a certain 
point, however, you might define it, the small business could get the 
credit for either reinvestment or dividends, the large corporation which 
can get capital on the open market would get its credit openly for the 
dividends, and this would take account of shifting. It would be a 
much sounder credit than the one we now have. 

Well, in conclusion, Mr. Chairman and members of the committee, 
I thank you for inviting me here, and I recognize you have a very dif- 
ficult problem, no easy answers, and I only say that I think the time 
has come where in this process of substitution which you have to look 
to with the monetary situation what it is, that you just simply have to 
face up to the vested interests that in my judgment have been walking 
away with the tax system. I know a lot of people don’t agree with that. 

Senator Proxmire. Thank you very much, Professor Groves. We 
certainly appreciate your testimony, and we know it is based on a life- 
time of studying these problems and on demonstrated wisdom. 

Mr. Groves. should have added that I think something ought to 
be done for unincorporated business, too, and that the same thing that 
is true in this field of corporate business is even more true in the in- 
dividual tax. 


% The material referred to was not available at the time this hearing went to press. 
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Now I have these two papers that were delivered before the National 
Tax Association. I will try to get you a reprint. The one showed 
that you could reduce the corporate tax by one-fifth by eliminating 
loopholes or what you might call special concessions. The other 
showed the same thing in the case of the personal tax, and there it is 
even stronger. I think the ultimate figure was a quarter or a third 
and you wouldn’t agree with all his items but I think most everybod 
would accept some of them and I will try to get you a reprint of end 
of those.** I wasn’t able to do it so far, but T think you would like to 
read those. 

Senator Proxmie. Fine. I would like to say that the record will 
be kept open for 2 weeks for all testimony and of course this applies to 
all witnesses, so that if you don’t have testimony with you and you 
would like to submit it, the record will be kept open for 2 weeks from 
now, and I think you have given the committee some extremely useful 
information. Senator Thye, do you have questions? 

Senator Ture. I have no questions, Mr. Chairman. The professor 
gave us excellent testimony. 

Mr. Groves. Thank you. 

Senator Tuyr. And the depletion allowance is a question that has 
always concerned me a great deal, and we heard, of course, an ex- 
tended amount of testimony and argument that you wouldn’t have the 
exploration, and you wouldn’t have the investor taking chances if 
they didn’t have it. I have been more disturbed over that question 
than I have most tax matters and 

Mr. Groves. Excuse me. I think the investor would recoup himself 
and the higher price of gasoline probably would be a good thing for 
this country. I don’t believe we are going to win the war by boasting 
of how many million automobiles compared with Russia’s handful. I 
am inclined to think the automobile and gasoline business hasn’t paid 
its way in this country and it would have been better if it had. 

Senator Ture. Professor, the last sentence in your statement here, 
you have referred to the slowup of the discovery and exploitation of 
our diminishing resources. Professor, we have an abundance of wheat 
and corn which is plaguing the farm economy every day. If there 
were some way of getting that processed and using that as a fuel, if 
there is a need to make a concession anywhere along the line to get oils 
and gas, I think it would greatly benefit our Nation’s economy, be- 
cause our production is annual from the soil and if you drove across 
Wisconsin, and I know you have, you would find that land is produc- 
ing 100 bushels of corn to the acre a day, where the fathers of that gen- 
eration that is today farming it would have been most deeply grate- 
ful if they could have the benefits of 35 bushels per acre. 

Mr. Groves. All through it, Senator. d 

Senator Ture. Absolutely, and yet we have proved that we can in- 
crease the production of the soil. Yet we are permitting our produc- 
tion from the soil to force almost an economic disaster upon our farm 
economy. Why haven’t we the brain capacity or the ability to do 
research and to make use of this annual production rather than to make 
vast concessions in order to further exploit the resources that are lim- 
ited? The known oil supply is a factor and a concern to all of us be- 


4% Material not available at time this hearing went to press. 
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cause we fear the day when it will be depleted and yet we go on and 
pile up our surpluses, and we could very well use the surplus agricul- 
tural commodities tosupplement the petroleum. I think there is some- 
thing wrong with us as legislative members as well as the scientists that 
don’t go into that question and do research and you have touched on 
it, and Iam glad you did. 

Mr. Groves. I quite agree with you. I think an excellent part of 
an agriculture program is research in the use of farm products. 

Senator Ture. Professor, I am glad you said that. We have bills 
in before various committees that have laid there as dormant as a mus- 
tard seed under an old foundation because it has never had the climate 
to germinate it, and talk like yours, professor, might give the climate to 

erminate some action on those bills that would expand our research 

into the agricultural crops to see how well we could use them. Most 
of the time we forget that the little lady’s limbs are covered with coal 
in the synthetic fiber to make her hose, and yet that coal is an ex- 
haustible supply, but the production from your good soil is not ex- 
haustible when you see the production that is possible today of which 
your grandfathers didn’t think was possible. 

Mr. Groves. They seem to be able to get any amount out of it, don’t 
they ? 

Senator Ture. Yes, sir. 

Senator Proxmire. Mr. Erickson ? 

Mr. Erroxson. No questions. 

Mr. Messick. No questions. 

Senator Proxmire. Thank you very much, Professor Groves. 
(The statement of Mr. Groves in full is as follows :) 


PREPARED STATEMENT OF HAROLD GROVES, PROFESSOR OF ECONOMICS, UNIVERSITY 
OF WISCONSIN, MADISON, WIS. 


I appreciate your invitation to appear here. Whenever I accept such invita- 
tions I am impressed with the evidence that your job is much more difficult than 
mine. We are both supposed to think but you have to make more decisions and 
more depends on them. I’m used to doing the examining. If I seem a bit cock- 
sure that I have all the answers, it is a defense mechanism as the psychologists 
would Say. 

Whatever else One may say about small business there isn’t any doubt that 
it has some serious disadvantages and handicaps under the tax system. It is 
not able to employ the specialized personnel that enables large business to 
minimize taxes so effectively. When a businessman (or his wife) is his own 
accountant he isn’t like to make much use of LIFO inventory accounting, or 
diminishing balances appreciation, or stock options for executives. So we are 
obliged to approach this problem in a sympathetic mood. 

With the budgetary situation what it is, I am sure that you will entertain 
with kindness only propositions that involve substitution of revenue sources 
rather than tax reduction. In taxation giveaway is a much easier game than 
checkers. 

My first and main suggestion is that now is the time to reexamine the special 
concessions that have crept into the law over the last several decades. I refer 
to such matters as percentage depletion, capital gains, tax-exempt securities, 
certain fringe benefits and perhaps the rapid writeoff provisions of the 1954 
act. A careful estimate by a good scholar calculates the possible reduction in 
corporate tax rates that might attend a return to tax neutrality in the tax law at 
about one-fifth. If the Congress should choose to grant a greater portion of 
this recoupment as a concession to small business of course the reduction there 
could be considerably greater. I think it fair to say that the consensus of many 
tax critics with many shades of political bias is that a more neutral tax law 
with lower rates would afford a gain for both equity and incentive. 
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In the case of unincorporated business, the same picture prevails in even 
greater degree. Here it has been estimated that reduction in personal rates 
from a first-rate overhaul of the tax system could be as much as one-quarter, 

There are two ways to look at tax concessions: One is that they come out of 
the Government’s purse and the less it gets the less it will spend. The other 
view is that the concessions come out of the taxpayers who are in no position 
to gain by these favors. There may be an element of truth in both views but 
I believe the second is more largely true. If I am right, then the conclusion 
follows that the percentage-depletion concession to the oil and gas industry 
comes directly out of the hide of some small manufacturer right bere in 
Milwaukee. 

Now I know quite as well as you do that an argument can be made for the 
perpetuation of every tax privilege that ever wormed its way into any tax law. 
In the case of percentage depletion, for instance, the highly generous concessions 
constitute a fine incentive in an important industry. So would lower tax rates 
for our Milwaukee manufacturer. And, as a matter of fact, a little less incen- 
tive for oil and gas that might slow up the discovery and exploitation of our 
diminishing resources would constitute an excellent conservation program. 

I must conserve my time to offer two other less important suggestions. I have 
been informed that the committee is interested in the plight of the closely held 
company when its principal stockholder dies and confronts the death tax. If 
anything can be done to ease the taxpayers’ problem here without doing violence 
to the neutrality and principle of the death tax it would surely be in the social 
interest. The most obvious and sensible relief would be to allow the taxpayer 
as a matter of right and at favorable interest rates a considerable period (per- 
haps 10 years) in which to work out his salvation and pay his tax. More- 
over, one of the greatest uncertainties in this situation is the valuation of the 
stock. I can’t go into this in detail but I will suggest that the valuation pro- 
cedure might well be made less unfavorable to the taxpayer. 

I have always thought that the dividend-received credit of the 1954 law was 
given on the wrong end of the corporation-stockholder axis. It should have been 
a dividend-paid credit with a partial deduction for dividends paid in the case of 
the large companies and a similar deduction for either dividends or reinvestment 
in the case of the small companies. This would give due recognition to the fact 
that small companies cannot acquire capital in the open market except at 
prohibitive cost. 

I am of the opinion that present favor to undistributed profits in the case of 
large companies is greatly overdone. It is the mother of monopolies and 
mergers and what has been called the web of Wall Street. 

A dividend-received credit like our present one fails to recognize entirely 
that much corporate tax is passed on to the consumers. 

In conclusion I come back to the proposition that there is no easy solution 
to tax problems in general and yours in particular. What the situation requires 
most, I think, is the courage to face up to some vested interests who have walked 
away with the tax system. 


Senator Proxmire. The committee will recognize Mr. Irving Lore, 
Wisconsin Resort & Hotel Association, of Milwaukee. Again, cor- 
rect me if Iam wrong. 


STATEMENT OF IRVING A. LORE, DIRECTOR, MILWAUKEE AND 
WISCONSIN HOTEL ASSOCIATIONS; AND DIRECTOR OF THE MIL- 
WAUKEE DOWNTOWN ASSOCIATION, MILWAUKEE, WIS. 


Mr. Lore. Mr. Chairman and gentlemen of the committee and staff, 
I want to thank you for this opportunity to testify very briefly before 
you today. I want first to touch very briefly on two specific items of 
tax relief for the hotel and resort industry, and we are in the happy 
position of being satisfied that these two avenues of relief will involve 
not a loss but a gain in the tax revenue. 

First, the matter of reducing the Federal cabaret tax from 20 per- 
cent to its prewar level of 5 percent, or at the most to 10 percent. 
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Each year cabaret tax collections have shown a steady decline from 
the previous year’s collections, reflecting the ruinous effect which this 
tax is having upon employment of orchestras, musicians, entertainers, 
cooks, bartenders, waiters, and many other classifications of employees 
required to service this important industry. Current collections are 
so small a part of the total excise-tax collections, that the revenues 
which the Government derives from this source are out of all propor- 
tion to the widespread unemployment and operating losses created 
by this ruinous tax. The loss of revenue from the reduction in rate 
of tax would be more than recovered in income tax because of in- 
creased employment in the entertainment field. 

The 20 percent cabaret tax has clearly long since passed the point 
of diminishing returns. Of this tax may it truly be said that it is 
“killing the goose that laid the golden egg.” 

My second point that I would like to bring before you relates to 
the matter of plugging the very glaring loophole through which mil- 
lions of dollars of tax revenues are lost each year as the result of tax- 
exempt clubs and other substitutions engaging for profit in the public 
food and beverage business in the service of luncheons and banquets 
and receptions and conventions in unfair competition with taxpaying 
hotels, restaurants, and resorts. 

The unrelated business activities of many tax-exempt establish- 
ments are unfair to competing businessmen 

Senator Proxmire. Could I interrupt for just a minute? Iam told 
that the committee has received some of this information before. It is 
extremely persuasive information, and you are doing an excellent 
job in presenting it, but if you would agree to do this, T woah appre- 
ciate it if you could summarize so we could incorporate it in the 
record. As I said before, every word will be put into the record and 
carefully studied. Would you use your judgment in abbreviating 
your remarks if you can do so? 

Mr. Lore. Well, I certainly recognize the critical shortage of time, 
and I am very glad to very briefly summarize our position. 

Senator Proxmire. Good. 

Mr. Lore. We are convinced, after very careful study and analysis 
of this whole problem of tax-exempt clubs and establishments and in- 
stitutions that are catering to public business for profit and yet are not 
paying any income tax on that profit. The American Hotel Associa- 
tion has put out a little booklet; I only have four of them to leave with 
you.’ They point up, I believe, quite persuasively, the seriousness of 
the revenue loss to the Government and also the seriousness of the ele- 
ment of unfair competition to the hotels and resorts who are in a posi- 
tion of disadvantage in being unable to compete on a fair basis with 
these tax-exempt establishments because of the fact that by reason of 
their not having to pay tax, they can in many instances quite substan- 
tially undersell taxpaying hotels and resorts and business people who 
want to pay their fair share of our tax burden. 

Mr. Ertcxson. Excuse me, Mr. Lore, Mr. Chairman, if I may ? 

Senator Proxmire. Mr. Erickson. 

Mr. Errcxson. On that point you are not asking that the tax- 
exempt status be done away with, but merely that this public business 
income be taxed at the same rate as the public competitor is taxed. 


7 Copy retained in committee files. 
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Mr. Lore. We feel that administrative procedures could very well 
be established so that those tax-exempt institutions that flagrantly vio- 
late their tax exemptions in that a very substantial portion of their 
facilities are being used constantly in catering to public business for 
profit should either be required to lose their tax-exempt status or on a 
pro rata basis be ae to file returns and pay income tax on that 
portion of their business and activities which are engaged in for a 
profit. 

Mr. Ertcxson. Thank you. 

Mr. Lore. The next point I want to touch upon—and this I believe 
is perhaps the most basic problem for tax relief for small business— 
is the oppressively high rates of income tax in our tax rate structure. 

Our steeply graduated rates work a stagnation or drying up of equity 
investment capital, and this is particularly so because of the sickenin 
impact of these high rates of tax upon the taxpayers in the middle cam 
higher brackets. You are all familiar with our individual rate struc- 
ture running from 20 to 91 percent, but actually figures show that 
almost 85 percent of all of the Federal income taxes come from the 
basic 20-percent rate to which all income-tax payers are subject. In 
the calendar year 1955 revenue from this 20-percent rate brought in 
almost $2514 billion, whereas all of the surtax rates going up the 
ladder to 91 percent brought in only $4.4 billion additional, and the 
largest part of that $4.4 billion was produced by the next few higher 
rates ; namely, the 22, 26, and 30 percent. 

Now, if that is the fact, and the tax figures established it as true, we 
certainly feel that if the progressive rates had stopped at, say, 42 per- 
cent instead of 91 percent, the resultant loss of revenue, if all other 
factors had remained equal, would have been only about 214 percent 
of the total, even if there were no benefits, by substituting incentive 
for confiscatory rates. However, we are satisfied that the reduction 
of these rates would, in substituting incentive, unleash a substantial 
amount of business, financial, and economic activity to broaden the 
base on which taxes are to be paid, and that with our expanding and 
growing economy the reduction in the rate schedule would not result 
in any actual revenue loss. Roswell McGill, who was Under Secretary 
of the Treasury in the Roosevelt administration and is now president 
of the Tax Foundation of New York, after very comprehensive studies 
of this problem, concluded that the progressive tax schedule diminishes 
rather than increases the flow of taxes into the Treasury, and he comes 
to the only logical conclusion, and that is that the steeply progressive 
rates of income tax are just not worthwhile. From a revenue stand- 
point they diminish receipts instead of expanding them. They distort 
our economic activity by influencing incentives and business motives, 
and they operate to handicap the economic growth of our Nation. In 
addition, they lead to practices that are wasteful and destructive. 

Now, I know that with the present crisis in international affairs 
increased spending for our national defense is an absolute necessity, 
and this may well lead to the notion that now is not the time to speak 
out for tax reduction. However, I sincerely feel that it would be a 
real national misfortune if long-term reforms in the direction of better 
and more efficient governmental spending and greater taxing equity 
are sidetracked on the ground that the new international emergency 
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can be solved by loose appropriations and indiscriminate spending. 
I think we should rather insist that the coming session of Seaman 
adopt and put into effect economies and tax savings as outlined in the 
second Hoover Commission report and the Cordiner Committee. We 
are absolutely satisfied that increased spending for basic scientific 
research could be financed without higher tax by adopting recom- 
mendations for economies of the second Hoover Commission. 

I want to spend just a minute or two in advocating support for the 
Sadlak bill, which actually provides an orderly plan for reducing the 
rates of tax which discourage individual effort, prohibit adequate sav- 
ings, and threaten the industrial vitality and supremacy of our Nation. 

Briefly stated, this bill provides for the reduction of both individual 
and corporate income-tax rates over a 5-year period to a top rate of 
42 percent. The starting rate for individuals would be reduced from 
the present 20 percent in 5 stages to 15 percent, and the present top 
rate of 91 percent would in that same 5-year period come down to a 
maximum of 42 percent. 

Likewise, the corporate would, over the same 5-year period, come 
down from 52 to 42 percent, and the schedule as presented in that bill— 
which may require modification or change, but at any rate—provides 
for the present normal tax being reduced from 30 to 22 percent over the 
5-year period and the surtax from 22 percent down to 20 percent, so 
that the total would be 42 percent. 

Now, based on 1956 income levels, it would take annual revenue 
growth of only about $3 billion a year to accomplish these scheduled 
rate reductions without net revenue loss to the Treasury, and the aver- 
age for the past 3 or 4 years of annual revenue growth has been approxi- 
mately $414 billion or 50 percent more than would be required in order 
to sustain these reduced tax rates without a net loss of revenue to the 
Treasury. 

Mr. Ertcxson. Except you will recognize that that is with a con- 
stant rate base and not a depreciating rate base. In other words, your 
rate has remained the same, so the increase of taxes has been $414 
billion. 

Mr. Lore. That is correct, but we feel that the reduced rates will 
operate to give such tremendous incentives to all business men, small 
and large, and to all of the taxpayers of this country, so that all of these 
factors which operate to place a brake on willingness to take risk and 
on willingness to expand because if you win, the Government takes 
such a large share of the fruits that you have reaped, that you throw 
up your hands and say, “It isn’t worthwhile.” 

The hotel and resort industry in Wisconsin wishes to go on record 
as favoring this realistic approach and the realistic program of for- 
ward scheduling of tax reductions for all income-tax papers, both in- 
dividual and corporate, and we are convinced that the achievement of a 
moderate schedule of income-tax rates is absolutely essential to the 
continued growth of our Nation’s economy and to the maximum ad- 
vances in the standard of living of all of our citizens. 

Senator Proxmire. Mr. Lore, may I just take a minute to qualify 
this last statement? You say the hotel and resort industry in Wis- 
consin wishes to go on record. Is this as the result of a convention 
declaration or the declaration of a board of 
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Mr. Lore. Of the board of directors and executive committee of both 
the Milwaukee Hotel Association, of which I am a director, and of the 
Wisconsin State Hotel Association, of which I am likewise a director. 

Senator Proxmire. What proportion of the industry is represented 
by your association ? 

Mr. Lore. Well, I would say it encompasses possibly 80 to 90 percent 
of all of the hotel and resort operations in the State of Wisconsin. 

Senator Proxmie. Has there been any opportunity for the member- 
ship as a whole to express their position on the Sadlak bill? 

Mr. Lore. Yes. At the annual convention of the Wisconsin State 
Hotel Association, held less than 6 weeks ago, the matter of tax prob- 
lems was gone into in very great and substantial detail, and resolutions 
were adopted in line with the statement which you have made today 
before this committee. 

Senator Proxmire. Including the Sadlak bill ? 

Mr. Lore. Yes. 

Senator Proxmire. Not only the first 

Mr. Lore. Not only the first part, but also the Sadlak bill. 

Senator Proxmire. Thank you very much, Mr. Lore. 

For the information of witnesses here, and so that you can get lunch 
and come back and so forth, we are about an hour behind, so if you 
have been informed as to when you should appear, you can expect to 
appear about an hour after you were informed that you would appear. 

I am saying that because we are going to try to get along with only 
a half hour for lunch so we can hear as many people as we possibly 
can, and we would appreciate it, again, if you would abbreviate your 
testimony as much as possible. 

Mr. Lore’s prepared statement will be included in the record at this 

oint. 

(The statement of Mr. Lore in full is as follows :) 





PREPARED STATEMENT OF ATTORNEY IRVING A. LORE, MILWAUKEE, WIS. 


Mr. Chairman and gentlemen of the committee, thank you for this opportunity 
to testify briefly before you today. My name is Irving A. Lore. I am an attor- 
ney with offices at 210 East Michigan Street, Milwaukee. I appear here in behalf 
of the hotel and resort industry of the State of Wisconsin, as a director of both 
the Milwaukee and the Wisconsin State Hotel Associations, and as a director of 
the Milwaukee Downtown Association. 

I should like first to touch very briefly on two specific items of tax relief for 
the hotel and resort industry : 

First, the matter of reducing the Federal cabaret tax from 20 percent to its 
prewar level of 5 percent, or at the most to 10 percent; and 

Second, the matter of plugging the glaring loophole through which millions 
of dollars of tax revenues are lost each year as the result of tax-exempt clubs 
and other establishments catering, for profit, to public groups in the service of 
luncheons, banquets, receptions, and conventions. 

1. With respect to reduction of the cabaret tax, each year cabaret-tax collec- 
tions have shown a steady decline from the previous year’s collections, reflecting 
the ruinous effect which this tax is having upon employment of orchestras, mu- 
sicians, entertainers, cooks, bartenders, waiters, and many other classifications 
of employees required to service this important industry. Current collections are 
so small a part of the total excise tax collections, that the revennes which the 
Government derives from this source are out of all proportion to the widespread 
unemployment and operating loses created by this ruinous tax. The loss of 
revenue from the reduction in rate of tax would be more than recovered in income 
tax because of increased employment in the entertainment field. 

The 20 percent cabaret tax has clearly long since passed the point of diminish- 
ing returns. Of this tax may it truly be said that it is “killing the goose that 
laid the golden egg.” 





er- 


ate 
ob- 
ms 


lay 


ich 
rou 

to 
ar. 
aly 
bly 
yur 


his 


lity 
tor- 
alf 
oth 
- of 


for 
its 


ons 
ubs 
of 


lec- 
ing 
mu- 
ons 
are 
the 
ead 

of 
me 


ish- 
hat 


TAX PROBLEMS OF SMALL BUSINESS 1483 


2. With respect to the matter of tax-exempt clubs, the hotel and resort industry 
protests the loose enforcement methods by which the Internal Revenue Service is 
permitting continued violations of section 501 of the Internal Revenue Code. 
Tax-exempt establishments are openly and brazenly advertising for public patron- 
age for profit at luncheons, banquets, dances, eommentions, etc., instead of limiting 
their services to their own membership. 

We ask that the regulations be clarified so as to prevent continued flagrant 
violations of the law and-continued unfair competition to taxpaying hotels and 
restaurants. 

And now I want to consider briefly perhaps the most basic problem of tax relief 
for small business. 

In considering the question of how best to meet the tax problems of small 
business, and 95 percent of the hotel and resort industry is made up of small- 
business men, I am most concerned with the destructive impact of oppressive 
rates of income tax on the development and growth of business. Our steeply 
graduated rates work a stagnation or drying up of equity investment capital. 
This is so because of their sickening impact upon the taxpayers in the middle 
and higher brackets. The middle class especially takes a drubbing. 

Income-tax rates go all the way from 20 to 91 percent, but almost 85 percent 
of all Federal income taxes comes from the 20-percent rate to which all income- 
tax payers are subject. Thus in the calendar year 1955, revenue from the 20- 
percent rate brought in almost $2514 billion, whereas all of the surtax rates 
supposed to soak the rich brought in only $4.4 billion additional. 

Of that $4.4 billion, the largest part came from the next higher rates; namely 
22 percent, 26 percent, and 30 percent. If the progressive rates had stopped 
at 42 percent instead of 91 percent, the resultant loss of revenue—if all other 
factors had remained equal—would have been only about 2% percent of the 
total, even if there were no benefits by substituting incentive for confiscatory rates. 

Roswell Magill, Under Secretary of the Treasury in the Roosevelt administra- 
tion and now president of the Tax Foundation of New York, concluded that the 
progressive tax schedule diminishes rather than increases the flow of taxes into 
the Treasury. The only logical conclusion is that the steeply progressive rates 
of income tax are just not worthwhile. 

From a revenue standpoint, they diminish receipts instead of expanding them. 
They distort economic activity by influencing incentives and business motives, 
and they handicap economic growth. They lead to practices that are wasteful 
and destructive. 

The growing dissatisfaction with the income tax rate structure goes much 
deeper than normal taxpayer irritation with a heavy taxload. It reflects a 
growing recognition that there is something fundamentally wrong with a tax 
structure which penalizes hard work, initiative, risk taking, and achievement. 

There can be no doubt that both the present high combined corporate tax rate 
and the steeply graduated individual rates are serving to prevent an adequate 
flow of investment funds, and especially venture capital, into new and expanding 
business. In fact it may be stated flatly that we are suffering from a severe 
shortage of new capital because the tax laws are designed to produce such a 
shortage. 

Our present tax structure stifles the incentive to earn, to produce, to save, 
and to invest. When money can no longer earn a fair return after taxes for in- 
vestment risk, the middle class is liquidated. 

The chief incentive offered by business is financial profit. That incentive 
atrophies if the reward is not worth the struggle. 

The steeply progressive rates we have now assess a drastic penalty against 
the efficient and successful. A young man today starts on a treadmill insofar 
as savings are concerned. We hear much concern expressed for the small-business 
man that does not square up with our shackling tax policies. We appear to say 
to him : “The Government should guide and keep you ; should see that you advance 
your prospects and make your business grow.” At the same time the larger he 
grows the more the Government exacts in taxes. Thus the small-business man, 
if he becomes successful, is processed in the graduated tax mill. 

The time has come to begin an orderly plan for reducing the rates which dis- 
courage individual effort, prohibit adequate savings, and threaten the industrial 
vitality and supremacy of our Nation. Such a plan is presented in the Sadlak 
bill (H. R. 6452). Briefly stated this bill provides for the gradual and orderly 
reduction of both individual and corporate income-tax rates to a top of 42 per- 
cent over a 5-year period. The starting rate for individuals would be reduced 
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from 20 to 15 percent, and the present top rate of 91 percent would come down to 
42 percent. Likewise the corporate rate would, over the 5-year period, come 
down from 52 to 42 percent, the present normal tax being reduced from 30 to 
22 percent, and the surtax from 22 to 20 percent. 

This bill is primarily designed to moderate the tax impact on individuals and 
on small and growing business, and to eliminate the barrier to starting new 
businesses. It deserves the active interest and support of every small-business 
man, incorporated or unincorporated, and of every other citizen who believes 
that moderation and not confiscation must be established as the hallmark of 
our Federal tax policy. 

Based on 1956 income levels, it would take annual revenue growth of only 
about $3 billion a year to accomplish these scheduled rate reductions without 
net revenue loss to the Treasury. As the rates are lowered the base would nat- 
urally be enlarged, and this scheduled tax relief would in itself remove the 
shackles of oppresive rates of taxation and assure a sounder and a healthier 
economy. 

The hotel and resort industry in Wisconsin wishes to go on record as favoring 
this realistic program of forward scheduling of tax reductions for all income- 
tax payers, individual, and corporate. We are convinced that achievement of a 
moderate schedule of income-tax rates is essential to the continued vitality and 
growth of our Nation’s economy, and to the maximum advances in the standard 
of living of all our citizens. 


The next witness scheduled is Mr. Adrian A. Brown. Is Mr. Brown 
here? Mr. Brown is secretary of the Retail Gas Dealers of Wisconsin, 


from Lake Geneva. Mr. Brown, correct me if I haven’t identified 
your association correctly. 


STATEMENT OF ADRIAN A. BROWN, SECRETARY OF THE RETAIL 
GASOLINE DEALERS OF WISCONSIN, LAKE GENEVA, WIS. 


Mr. Brown. Retail Gasoline Dealers of Wisconsin, yes. I was glad 
that the committee stated that we could file a written statement within 
2 weeks, and to help in the time, I am glad that we will do that, but I 
would like to give you a verbal picture of the plight of the members of 
the association and other members of the industry in this State. 

I was interested in the remarks that Professor Groves made about 
increasing the price of gasoline. I am in accord with him, providing 
that there is established a Federal below-cost sales law which will 
apply to the retailing of petroleum products where they will not be 
sold as loss leaders below the cost of doing business. Now, as it is, the 
retailers are selling gasoline below their costs. 

Now, some of the plights that we have in the retail gasoline business: 
You go to any bank in any of the towns in the State of Wisconsin 
and make inquiry as to what the credit ratings are for the members 
in this industry. I want to tell you, gentlemen, they are at the bottom 
of the totem pole, and they are being imposed upon because of the 
situation that is set up. 

There is pending under Federal action an action to require disposi- 
tion of service stations ownership and leasehold control of the major 
oil companies, and if that comes to pass, some provision should be made 
under your Small Business Committee to loan capital with which to 
make purchases. 

About business failures: In Oklahoma where they have licenses 
required 

Senator Proxmire. Mr. Brown, I do hesitate to interrupt, but I 
wondered if you could confine this part of your remarks and your 
testimony to taxes and your suggestions on taxes. 
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Mr. Brown. Well, for example, the retail gasoline dealer is a tax 
collector for the Federal and State Government to the extent that 
9 cents a gallon with a retail price of 36 cents—he is working as a tax 
collector for the Federal and State Governments to the extent of one- 
fourth of his time, so he works at least 7 days a month to collect taxes 
for the State and Federal Government on petroleum, and he has to 
advance the money for the tax at the purchase of the gasoline. He 
invested his capital; it is part of his working capital, yet he can make 
no returns from it. There should be some consideration being given 
to some alleviation of the impact of that situation in making out and 
paying income tax. 

Now, the gas tax is a sales tax, yet it imposes the payment of the 
tax for assurance on the retail station. 

Now, we have a turnover of service stations which are business 
failures, but we never are publicized as business failures because of 
the situation involved. If the fellow gets to the point where he is 
not economically sound, what happens? He is deprived of his station 
through mutual understanding, and it is never publicized, but it is 
a failure just the same, and the turnover will run at least a third 
within every 12 months. 

I wanted to talk about real-estate divestiture to assist the man in 
the situation of functional divorcement and one of the things we are 
particularly interested in to give relief to the retail gasoline dealer is 
enactment by the Congress of the United States of H. R. 11 and S. 11, 
preventing price discrimination, and with that I want to thank you, 
unless you have any questions. 


Senator Ture. I have no questions. 

Senator Proxmire. Thank you very much, Mr. Brown. Senator 
Thye? 

Senator Ture. I have no questions. 

Senator Proxmire. Mr. Messick? Mr. Erickson? 

(The prepared statement subsequently submitted by Mr. Brown 
follows :) 


STATEMENT OF ApRIAN A. Brown, LAKE GENEVA, WIS. 
TAXATION LAWS UNFAIR TO THE GASOLINE RETAILERS 


No group of small-business men are as unfairly treated or imposed upon by the 
Federal and State taxation laws as are the service-station operators throughout 
the Nation. This is particularly true with reference to the sales tax on gasoline. 
Because of the imposition imposed upon this group of businessmen, the laws per- 
taining to income put this group in an unjust situation. 

The laws pertaining to collection of the tax on gasoline are so written that retail 
gasoline dealers are forced to be the underwriters of this sales tax to assure full 
collection of the total tax imposed. Because these tax laws require the tax be 
paid upon delivery to the retail storage, the major-oil suppliers take advantage 
of this fact and exact cash on delivery for the motor fuel, as do the Federal and 
State governments. This policy and practice of the major oil companies thereby 
eliminates any extension of credit to these retailers. The Federal and State gaso- 
line tax laws abets this practice, resulting in these retailers investing this gaso- 
line tax in their business, from which investment they cannot possibly get any op- 
erating return, as is the case with investment in their stock in trade, the motor 
fuel itself. Added to this burden are the losses incurred in handling motor fuel 
due to temperature changes, evaporation, spillage, and losses incurred when credit 
extended is not collected. The nature of the business is such that lessees must ex- 
tend credit, which fact further depletes the retailer's working capital. The 
suppliers forever pushing the lessees for increased gallonage aggravates the situ- 
ation to the point where the retailer’s credit standing becomes to a great extent 
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below what it should be for a profitable operation. He finds himself unable to 
take advantage of trade discounts resulting in local financial institutions reluc- 
tant to extend credit. Pressures by suppliers to stock merchandise they, the 
suppliers, supply, results in unfavorable credit position. Pressure for payments 
on notes given the supplier for the tires, batteries, and accessories by the landlord 
and supplier results in the retailer becoming insolvent and finally quits the busi- 
ness. It is a bankruptcy ; however, to avoid adverse publicity, the major oil com- 
panies holding the whiphand work out a deal, so the failure does not get un- 
favorable publicity in the press, as do other bankruptcies. These factors and 
situation put the retailer at the bottom of the totem pole, as far as credit stand- 
ing in the community is concerned. 

Let’s draw a word picture of this retailer to show how the tax laws impose upon 
him. In Wisconsin, the tax on gasoline is 6 cents per gallon; the Federal tax is 
3 cents. This total of 9 cents per gallon amounts to one-third of the tank-wagon 
wholesale price of 27 cents per gallon; and if the retailer handles 20,000 gallons 
of gasoline per month his investment in gasoline tax is $1,800 per month. This 
amount is one-third of the total delivered cost of the gasoline, tax included, and 
one-half of the cost of the 20,000 gallons, exclusive of the tax. This situation puts 
the retailer in the position where the tax burden on gasoline is equal to his invest- 
ment in his stock in trade with which to do business. He must realize his profit 
on the investment in gasoline, yet at the same time he becomes a tax collector 
for as much tax money as he invests in gasoline with which to do business, 

If this retailer works on a 6-cent gross margin (more than 50 percent work on 
less) he must sell 5,454 gallons at retail at 33 cents per gallon to recover the tax 
money he advanced to assure the gasoline tax be paid. He begins to realize a 
profit for himself thereafter. When he turns over to the tax authorities the money 
realized on 5,454 gallons selling at 33 cents per gallon, practically 36 percent of 
his time spent in retailing gasoline is in reality serving as a tax collector. On the 
basis of 30 days per month, this retailer must work nearly 11 days collecting tax 
from his sales without not only compensation for collecting the tax, but without 
any profit to himself for the investment he made when underwriting the tax for 
the Federal and State governments. Anyone giving this situation some little 
thought should realize how unfair and unjust this situation is, and it should be 
corrected in several particulars. 

1. He should be given a shrinkage allowance for product losses ; 

2. He should be granted some compensation as an underwriter and tax col- 
lector (tipsters are paid for leads on income-tax evasion) ; 

38. His investment in the tax on gasoline should not be included in income-tax 
reports, but treated as sales taxes are considered ; 

4. He should be assured a chance to operate profitably by the enactment of a 
Federal below-cost-tax law to prevent him from being exploited by his supplier 
through the operation of company-operated stations, such as Shell’s C plan and 
Standard’s L/C plan of operation, whereby the retail price is pegged by indirection 
through company competition. 

A below-cost law is needed to prevent price wars caused by the retailing of 
gasoline below cost of doing business, and recouping these losses through other 
sales than gasoline, and services performed ; 

Congress should waste no time in passage of H. R. 11 and S. 11, now before it, 
to eliminate price discrimination by major oil companies in sales of gasoline at 
wholesale. This bill would eliminate the exploitation of retailers resulting in 
domination and would eliminate numerous abuses stemming from this domination 
of the retailer. 

Governmental enforcement agencies should proceed without delay the numer. 
ous pending actions filed with them concerning existing law violations. They 
should likewise remain ever vigilant to see that law violations brought to their 
attention are promptly taken care of. 


Senator Proxmire. Is Mr. Melicher here? He is with F. W. Burns 
Machinery Co., Milwaukee, Wis., and correct me again if I am wrong. 


STATEMENT OF E. J. MELICHER, VICE PRESIDENT, F. W. BURNS 
MACHINERY CO., MILWAUKEE, WIS. 


Mr. Mericuer. Youareright. Mr. Chairman, members of the com- 
mittee, let me first express my sincere appreciation for the opportunity 
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afforded me to appear personally before your committee today. My 
name is Ervin J. Melicher. I am vice president of the F. W. Burns 
Machinery Co. of Milwaukee, Wis. | 

I am here to ask that the inequities established by the Internal Reve- 
nue Code of 1954, section 167, paragraph C be corrected in the 1958 
amendments to the code. ; i YOR 

Our company is engaged in the business of buying, reconditioning, 
rebuilding, and selling metalworking used machine tools. We also 
handle new machine tools. Our customers consist of small and large 
metalworking manufacturing firms alike. Used, reconditioned, and 
rebuilt metalworking machine tools and equipment are an essential 
part of the productivity of our economy. During emergency periods 
such as World War II and the Korean war, our industry was in a posi- 
tion to deliver immediately productive machine tools and equipment so 
vital to our national security, and we are trying to keep the industry 
in a healthy economic condition today. 

Section 167 of the 1954 Internal Revenue Code provides for a choicé 
of depreciation methods to the purchaser of new machine tools. We 
believe this same privilege is not only desirable, but necessary for the 
purchaser of used machine tools, as well as new. 

The House Ways and Means Committee report on H. R. 8300 in 1954 
advanced as its reasons for recommending the adoption of section 167, 
paragraph (c), limiting the accelerated methods of depreciation to 
purchasers of new machine tools, the following contentions— 

(1) tostimulate new investment; 

(2) to allow for fasier depreciation in the early years of the 
life of the machine; 

(3) to prevent transfers and exchanges of partially depreci- 
ated machines for tax purposes. 

Mr. Chairman, as to point 2 of the Ways and Means Committee’s 
report: When a manufacturer buys a used machine tool to produce 
ras that machine is new to him and he should be entitled to the rapid 

epreciation rate in the early years of its life, just the same as his com- 
petitor who is in a better financial position and chooses to purchase a 
new machine tool. 

As to point 3: The physical characteristics, plus expense of remov- 
ing and installing a reconditioned or rebuilt used machine tool, plus 
the Government safeguards against tax evasion methods, practically 
eliminate the committee’s worries over tax-evasion possibilities. 

I have purposely left the Ways and Means Committee’s first point 
of argument for last in my rebuttal, because it is the crux of the 
problem : 

An overwhelming majority of metalworking manufacturers come 
within the Government’s definition of “small business.” Most large 
business firms have grown from small firms. Every ambitious man 
hopes to expand his services and facilities and if successful, increase 
his capital, so that he can choose between the purchase of a new or 
used machine tool. 

Most firms begin business with used machine tools because they 
simply don’t have the money to buy new machines. As they progress, 
by improving their service and product, they use the profit to buy a 
better used machine tool. Normally this upgrading process is repeated 
to the point where they attain a position to make a selection between a 
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new or used machine or group of machines. Even after one has 
reached this position he may wish to select a used machine tool because 
of the availability of immediate delivery, requirements of the job to 
be done, or for need of his capital in other phases of his business. 

ou can see, the Ways and Means Committee’s arguments ad- 
vanced in favor of allowing accelerated depreciation methods to buy- 
ers of new machine tools should be applied equally as well to extending 
the accelerated methods of depreciation to buyers of used machine 
tools. 

I have purposely avoided technical arguments to save the time of 
your committee, but will be pleased to submit additional details upon 
request. 

enator Tuyr. Mr. Chairman, he raised a question there about the 
additional material. I think it would be helpful if such information 
was made a part of the record for reasons that we will study this 
record and so will the committees that have the question of tax de- 
velopment, such as the Ways and Means of the House or the Finance 
of the Senate.** You are giving excellent testimony here, and most 
important will be your statements when we give consideration to tax 
measures or tax amendments. 

Thank you. 

Mr. Mericurr. We will be pleased to submit any information along 
those lines that you may desire. If you just let us know what you 
would like, we will be glad to supply it in written form. 

It has been my privilege to have discussed this subject with many 
local manufacturers and I appreciate the opportunity afforded me 
in discussing their views with you. We sincerely hope the Govern- 
ment will adopt this amendment. 

Thank you. 

Senator Proxmire. I might say that there has been, as I understand 
it, widespread support for this amendment that you suggest here, and 
I am informed that there has been no opposition everywhere it has 
been proposed, and there has been bipartisan support, I understand, in 
the committee for it, so that the prospects would seem to be quite good. 

Thank you very much for your excellent testimony. It has cer- 
tainly been right on the point and very helpful to us. 

Mr. Meuicuer. Incidentally, I would Fike to add that I am chair- 
man of the Milwaukee chapter of Machinery Dealers National Asso- 
ciation, and we would like to go on record that we favor the statements 
put forth in my talk here today. 

Senator Proxmire. Thank you very much. 

Senator Thye? 

Senator Ture. That is all. 

Mr. Erickson. Nothing further. 

Senator Proxmire. Is Mr. Mark L. Hooper present? Mr. Hooper 
is a certified public accountant from Manitowoc. Any other identifi- 
cation that you care for us to put in the record we are glad to do. 


38 Material not available at time this hearing went to press. 
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STATEMENT OF MARK L. HOOPER, CERTIFIED PUBLIC 
ACCOUNTANT, MANITOWOC, WIS. 


Mr. Hoorrr. I would say only this, this is my own testimony, but 
I did confer with about 60 of my clients to see if they had any points, 
and any of those that came up, I handed in. I didn’t have this ready 
because I didn’t know the meeting was to be today. I will try to be 
very brief. 

Dealing with small business as I do, I am not so sure that the tax 
structure bears more harshly on small business than on large business, 
except that—and actually Professor Groves went to the point on most 
of the things I think we could really talk about—except that big 
business has been able to engineer, shall we say, allowances that the 
small man can’t get hold of, such as the stock option privilege which 
big aameninn have as a method of converting compensation to long- 
term gains; tax-free income which the oil and gas industries get 
through this depletion business he talks about; profitsharing plans 
for corporation which small business, unincorporated business, can- 
not get. Then, too, the reasonable salary question which comes up— 
it has been mentioned before—the revenue agents can understand the 
salary of the small-business man. For instance, if the boss’ son is 
running the office and taking $12,000, there is a good chance his salary 
will be challenged. However, if the son-in-law or some other in-law 
of a Twentieth Century-Fox executive, who probably isn’t any more 
competent than a $12,000 son, if his salary is $75,000, no one can 
challenge it for practical purposes, at least the tax cases never show 
any such challenge, and who can say that the president of General 
Motors, for instance, is or is not worth the $500,000 or a million dol- 
lars—those salaries are not challenged. But the little fellow with 
$12,000 and $8,000—and I have had a $3,000 salary for the wife chal- 
lenged. I don’t know how to solve that one, except the fact that 
Professor Groves or someone said that they think that salaries should 
be allowed as granted. I am not sure—— 

Senator Tuyr. Mr. Chairman, I would like to ask of Mr. Hooper, 
Did you successfully defend the wife’s salary when it was challenged ? 

Mr. Hoorer. No, no; I couldn’t. She didn’t spend enough time. 
I grant you that. 

Senator Ture. I mean, if she was actually employed and rendering 
a service. 

Mr. Hoorrr. Full time. 

Senator Tuye. Or even a part of a time. At $3,000, as a wage, 
you wouldn’t expect her to be employed too much. 

Senator Proxmire. May I just for the record say that wasn’t Pro- 
fessor Groves’ suggestion. As I understand it was Mr. La Budde’s 
situation. 

Mr. Hoorrr. I missed that. 

Senator Proxmire. He did propose that it be full-time employment 
only. It would not be challenged. 

Mr. Hooper. But most of them that do come up are probably rela- 
tives or the salaries where the salaries are comparable to what the 
revenue agents get, and they can understand how much $12,000 is 
and $10,000, but when you get up too high, they don’t know. 
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I have five suggestions, and I will be very brief with them. I sug- 
t that the exemption from the accumulated surplus tax be increased 
rom $60,000 to $100,000. 

This tax has not been exacted from any of my customers, but it is 
used as a threat, and they are continually afraid that they are going 
to accumulate too much surplus, and I would say an accumulation 
of $100,000 for even unknown possible investment is not unreason- 
able and as he got off into the holding company tax. If this money 
is invested in securities, they run a chance of becoming a holding 
company and subject to personal holding company tax. 

I think it could easily be raised to $100,000 or $500,000 for a small 
business. 

Mr. Erickson. You mention that you had never had this invoked 
against one of your clients. 

Mr. Hoover. No, but it is in there and is continually brought up. 

Senator Proxmire. I am told that the committee’s experience is 
that there has been considerable testimony on this, but the experience 
is that it is never invoked or at least the witnesses 

Mr. Hooprr. That isn’t quite true. I have a letter from one com- 
pany, one of my clients—I didn’t do work for them at the time— 
who says it was invoked against him. 

Senator Proxmire. Well, this is a precedent. Thank you. 

Mr. Hooper. No. 2, this is a little unfair treatment of some small 
business, in this co-op business. I have a client who is trying to 
compete with co-ops, and the co-ops pay no tax, and they grow con- 
tinually because they convert patronage dividends to shares. I 
should read this. Co-ops paying patronage dividends should be 
compelled to report amounts of such dividends and to withhold tax 
thereon, because a large amount of patronage dividends undoubtedly 
escape taxation because the recipients feel it is not taxable income. 

Senator Proxmrre. You are not suggesting a tax on cooperatives. 

Mr. Hooper. No, sir. I am suggesting when they reduce their in- 
come by declaring a patronage dividend that the person who gets a 
patronage dividend has to report that. He is supposed to, but he 
doesn’t because what happens is he doesn’t get any money. He gets 
stock. The company grows, he gets stock, and he thinks that that 
isn’t income. 

Senator Ture. However, if you don’t mind the interruption at that 
point, you know, as an auditor, that is being checked on very carefully, 
and that the cooperative is reporting. When its books are examined, 
it is reported, and the recipient of such patronage dividend must re- 
port it, and if he has an income that is such that it is taxable, he pays 
it, and if he fails in one year, he is still subject to a reexamination, and 
he may be found to have erred by not reporting it 2 or 3 or more 
years, whenever he is checked on. It is not an open escape hatch. 
It is absolutely that, and you know that, sir, as an auditor. It is not 
an open hatch that they can escape through any time they desire. 

Mr. Hoorrr. From a practical standpoint—and I work with farm- 
ers, I only said that 
Senator Tyr. You as an auditor 
Mr. Hooper. I can’t tell. 
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Senator Tyr. You are not advising the farmer to disregard that, 
are you? 

Mr. Hooper. No, sir. 

Senator Ture. I*would say you would be in error if you were. 

Mr. Hooper. If you have the records they hand in, those are not 
listed as income a good many times, and I just said a large amount 
of patronage dividends. I am just suggesting they be taxable at the 
source because it is pretty hard to pick up $4 and $8 and $12 in income, 
but it is my impression it should be taxed at the source and withheld, 
because they do get that benefit, and they turn it into shares, and their 
company grows rapidly, in Wisconsin. 

Senator Proxmire. Would you feel there is any justice in with- 
holding taxes on all dividends at. the source, corporate dividends? 
I have seen fairly competent testimony that there is a tremendous 
amount of failure to report dividends from private corporations which 
results in a great deal of loss of revenue. 

Mr. Hoorrer. 1 would go along with that. No. 3, one more bracket 
should be placed in the corporate rates: Earnings up to $10,000 should 
be taxed at 20 percent. 

This places a very small corporation which was availed of for 
Rider pureed on about the same tax level as a partnership or in- 
dividual. 

No. 4, I am very much interested in. 

Individually owned businesses and partnerships subject to the Fed- 
eral excise tax on employers of four or more should be allowed to set 
aside a percentage of their earnings in an approved profit-sharing or 
retirement trust, taxable when received. That is the Kehoe bill. The 
limitation I put in there is made from a practical standpoint because 
ren do have a record of all these companies. They are subject. to 

ederal excise tax. You could put it into effect easier with them than 
to throw it open and say everyone should be able to get in the first 
time over. 

As I said in the first place, I think small business can compete with 
big business if they can have the same terms to compete under. A 
corporate officer can lay aside, if he is making $10,000, $1,500, if he 
is under one of these things annually and not pay any tax on it until 
he dies or until he gets it from retirement, and at that time if he takes 
it in one crack, he can pay long-term capital gain on it. I have no 
such relief. I contend that many small businesses could compete on 
a lot of these things if we didn’t have these inequities. 

To find the revenue for this suggestion it may be necessary to cut 
back the corporate allowance from 10 percent instead of 15 percent 
of his salary allowable. 

Mr. Erickson. On that particular point, if you would allow it for 
individuals how much of a maximum deduction would you permit? 

Mr. Hooper. Percentage ? 

Mr. Erickson. You would certainly have a maximum. 

Mr. Hoorrer. No. You don’t have a maximum on a corporation 
officer. If he makes $50,000, he can get 15 percent. If he makes 
$200,000 he gets 15 percent of it to set aside for himself tax-free. 

Mr. Erickson. You think it needs no maximum, 

Mr. Hoorer. Why? If it is good for one, it is good for the other. 
If you want a maximum, put it on all of them. 


97385—58—pt. 3——26 
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In that line, in order to conserve a small business, he will have to 
take the money out of the business, in order to conserve that so he may 
use it. I would think the revenue laws should allow him to loan that 
money back to his business. That is a moot point at present, whether 
he can do that or not. 

No. 5, depletion allowance should be limited to full recovery of cost, 
at least to full recovery of cost. Prentiss-Hall quotation: 

Deduction for precentage depletion is allowed whether or not the cost of the 
property has been recovered. 

The adjustment of the percentage depletion figure downward should 
provide the revenue to give small business an assist. 

I won’t go over the next ones. These are other business ideas, Gov- 
ernment should get out of business. I have my own example, small 
loans which you are interested in, Senator, seem to be too hard to get 
for smal] businesses, for some reason, even though you have your bill. 

Senator Ture. I have criticized the fact that it has been hard to 
get, and I probably will criticize them in the future. We—when I 
say “we,” I will assume the responsibility of it—I would say that I 
don’t want that agency to compete with the private banker, the private 
investor, or the corporate banker, for reasons that they are in the 
business, and if they can serve, splendid, but in the event that there is 
a deserving person or persons, who cannot find the credit or who 
cannot find the funds that would permit them to become a property 
owner, then I would like to see them helped, and that is what I have 
in mind and did have in mind, and when I have found them turning 
down some loans that I thought were absolutely worthy applicants, I 
have been critical of them and will be in the future. 

Mr. Hoorrr. I merely suggested in here that an insurance of some 
kind be put on in order to protect the bank who makes it. I may be 
wrong in that. 

Mr. Messick. There is a bill introduced by the chairman and other 
members of the committee for that purpose pending, S. 720, I believe 
it is. 

Mr. Hooper. It is just too hard to get, that is the only trouble. 
Simplified method of obtaining Government contracts should be in- 
stalled, I don’t know what to do—and antitrust laws should be more 
vigorously enforced against both big business and big Jabor, that is 
what a lot of small-business men complain of, try to get a price and 
the price is the same, no competition. 

Senator Ture. For your information, the committee staff of the 
Select Committee on Small Business are well qualified whenever they 
find a small firm or a businessman that doesn’t know how to make con- 
tacts with the various agencies and how to enter in and be informed as to 
when bids are going to be let, they try to help them, and they have 
helped hundreds and hundreds. That is part of the routine respon- 
sibility and service of the committee staff. That is part of the reasons 
why we have devoted some time to these committee hearings, to try 
to afford the small-business man the opportunities that often are denied 
him and where the larger corporations have their representatives in 
Washington all the time. So that we are endeavoring to help the 
small-business man, but sometimes 

Mr. Hoorrr. Tamsoldonthat. Iknow youare. 

Senator Tyr. Sometimes we don’t reach them, unfortunately. 
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Mr. Hooper. Thank you very much for the privilege of speaking. 

Senator Proxmire. Thank you very much, Mr. Hooper. Senator 
Thye? 

enator Tuyr. It was good testimony. Very good. 

Senator Proxmire. Mr. Messick? 

Mr. Messick. No. 

Senator Proxmire. Mr. Erickson? 

Mr. Erickson. No, sir. 

Senator Proxmire. We will incorporate in the record Mr. Hooper’s 
recommendations. 

(The documents referred to follow :) 


STATEMENT OF RECOMMENDED TAXATION CHANGES MADE TO SELECT COMMITTEE ON 
SMALL BusINess BY Mark L. Hooper, CERTIFIED PUBLIC ACCOUNTANT, MANI- 
Towoc, WIs., DECEMBER 10, 1957 


DIRECT TAXATION CHANGES 


1. Exemption from accumulated surplus tax should be increased from $60,000 
to $100,000. 

(a) The mere threat that this tax will be invoked against small business dis- 
courages planning for expansion. 

(b) An accumulation of $100,000 for presently unknown expansion projects 
is not unreasonable. 

(c) If invested in securities, the company runs the risk of being a personal 
holding company. 

2. Co-ops paying patronage dividends should be compelled to report amounts of 
such dividends and to withhold tax thereon. 

(a) Large amounts of patronage dividends undoubtedly escape taxation be- 
cause the recipients do not feel they have taxable income. 

(b) If the income is a deduction for the co-op it shoule be income to the 
recipient. 

(c) Fair market valuation should be the amount deductible. 

3. One more bracket should be placed in the corporation rates: Earnings up 
to $10,000 should be taxed at 20 percent. 

(a) This places a very small corporation, which was availed of for personal 
reasons, on about the same tax level as a partnership or individual. 

4. Individually owned businesses and partnerships subject to the Federal 
excise tax on employers of four or more should be allowed to set aside a per- 
centage of their earnings in an approved profit-sharing or retirement trust, taxable 
when received. 

(a) The limitation is made from a practical viewpoint, with the ultimate being 
all businesses. 

(b) Corporate officers now receive very favorable treatment. 

(c) The small-business man needs encouragement more than the corporation. 

(ad) To find the revenue for this suggestion, it may be necessary to cut back 
the corporation allowance to 10 percent instead of 15 percent of compensation. 

5. Depletion allowance should be limited to full recovery of cost. 

(a) Prentice-Hall quotation, “Deduction for percentage depletion is allowed 
whether or not the cost of the property has been recovered.” 

(b) The adjustment of the percentage depletion figure downward should pro- 
vide the revenue to give small business an assist. 


STATEMENT OF RECOMMENDED GOVERNMENTAL CHANGES MADE TO SELECT 
COMMITTEE ON SMALL BUSINESS BY MARK L, Hooper, CERTIFIED PUBLIC 
ACCOUNTANT, MANITOWOC, WIS., DECEMBER 10, 1957 


MATTERS NOT DIRECTLY TAXATION PROBLEMS 


1. Government (State and Federal) should get out of business which competes 
with private business. 

(a) Example: Wisconsin recently passed a law making it mandatory that the 
State tax department audit county hospitals. 
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(6) Private certified public accountants have been doing this work for years. 

(c) Government should establish requirements for this work and allow private 
business to do the work. 

2. Small business loans for improvements and modernization should be en- 
couraged through Government insurance of such loans through local banks. 

(a) Banking regulations as interpreted by local banks make these loans too 
hard to get for business. 

(0) Home loans are much easier to obtain, and are probably working out 
satisfactorily. 

8. Simplified methods of obtaining Government contracts should be installed. 

(a) Small business meeting the price and quality should be entitled to a per- 
centage of the business by negotiation. 

4. Antitrust laws should be more vigorously enforced against both— 

(a) Big business. 

(b) Big labor. 

Senator Proxmire. Is Mr. Alan Glen here? Mr. Glen is general 
manager, junior division, Rhea Manufacturing Co., Milwaukee. 

Senator Tuyr. Mr. Chairman, as an observation here, you are mak- 
ing time, picking up here, these last few witnesses. You have stayed 
within the 15 minutes and some of them you have been able to cut 
down to about 7, so we are going to hear quite a few before we recess 
at noon. 

Senator Proxmire. May I announce now that I understand, Sena- 
tor, that you have to depart, and for that reason we are going to work 
you as hard as we possibly can; we are going to stay until 1:30 with 
your permission. . 

Senator Ture. Splendid. I must take a 2:55 plane out because I 
have a dinner meeting in St. Paul tonight, so I am working overtime, 
sir. 

Senator Proxmire. You certainly are. Mr. Glen, you are 
recognized, 


STATEMENT OF ALAN GLEN, GENERAL MANAGER, JUNIOR DIVI- 
SIONS, RHEA MANUFACTURING CO., MILWAUKEE, WIS. 


Mr. Guen. Senator, I hope you get out, because it is snowing pretty 
hard right now. I am on my way to Seattle, and I just had to make 
arrangements to go to Chicago by train. 

Senator Proxmire. I might announce we are going to have a session 
in the afternoon at which I will be present, and we will hear as many 
people as we possibly can after that. 

Mr. Glen. 

Mr. Guen. First of all, I would like to say that my viewpoint is the 
viewpoint of an executive in a small corporation. 

1 don’t know exactly what the definition is of a small business, but 
I know that we consider ourselves small business, certainly in respect 
to the larger corporations in American industry. 

Our general line of business is the manufacture of women’s ready- 
to-wear. Although, as I have stated that we feel that we are a small 
corporation, in our industry, which is made up almost entirely of very 
small corporations or partnerships, we are one of the largest. We are 
big enough to have diversionalized our business, but we still consider 
ourselves small. I am giving you this background so that the remarks 
that I will make are judged against this background. 

Although we are small, our general aims are to grow bigger and to 
do it profitably. Along those lines I think that there are a couple of 
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items where we could use tax help. As a matter of fact, in order to 
compete successfully: within our own industry and also to compete 
outside of it, we are at definite disadvantages in a number of respects, 
and I believe these things are typical of most small corporations. 

First of all, our general margins are low. This happens to be a 

roblem in our industry and is one that we constantly combat. It is 
difficult because of this to build a large cash surplus to finance growth. 
I would think that most small corporations have the same problem 
otherwise they wouldn’t remain oa corporations for long. Although 
our business has grown very substantially since its conception, I think 
that some tax relief on the way the first dollars of earnings are taxed 
would be very much in line both for us and for other people like us. 
I would recommend that the tax laws be changed so that instead of the 
first $25,000 of corporate income being taxed at the lower rate that 
that be extended to the first $50,000 of corporate income being taxed 
at the lower rate. This would be some small help toward helping us to 
finance our own growth. 

The second area where it is very difficult for us to compete, and 
here I mean competition specifically outside of our own industry, 
is in the hiring of key personnel, where the larger corporations seem 
to be able to come up with ways and means of providing deferred 
compensation for corporate executives. This is a very difficult prob- 
lem for us as we can’t stand to foot the bill of not being able to handle 
these kind of preferential treatment for corporations whose gross 
business is under $25 million on deferred compensation to make it 
possible for them to compete with the larger corporations for strong 
talent. 

Basically in our business, and I think any business, what makes your 
business good, bad, or indifferent are the kinds of people running it, 
and when you get to a certain growth position, it 1s very difficult to 
hire key personnel against larger corporation competition. 

With the general international situation, I am well aware that rev- 
enue losses, even small ones such as I am suggesting, would have to be 
offset. One such spot where I would like to see it offset is the dis- 
crimination in the favor of the treatment that the oil business gets 
on taxes be plugged up. I think that that particular step is long 
overdue, and I am sure that that would be a step in offsetting what-- 
ever it would be possible to do for smaller businesses. 

In closing, I’d like to say that I don’t really feel that a corporation 
our size is getting a bad deal at the hands of the tax setup today. I 
don’t know anything about small proprietorships and partnerships, 
and it is quite possible that they need tax relief much more desperately 
than we do. i a matter of fact, I wouldn’t characterize our situation 
as being very desperate at all. We, naturally in the American tradi- 
tion, are trying to make ourselves bigger, and the things I mentioned 
would, I think, help us do that. However, it’s my opinion that with 
or without this type of help, good management in our type of a small 
corporation is today in a position to do quite well. So 1 really don’t 
think the situation is very drastic. 

That is my general ideas. 

Senator Proxmire. Thank you for a very moderate and reasoned, 
unusually selfless, I might say, statement. We very much appreciate 
it. Senator Thye? 
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Senator Ture. I have no questions. 

Senator Proxmire. Mr. Messick ? 

Mr. Messick. No questions. 

ae aesh Proxmire. Thank you a Jot. We very much appreciate 
that. 

Is Mr. E. B. Bartlett present? Mr. Bartlett. Mr. Bartlett isn’t 
present, and he may have been misled by my announcement that we 
were an hour behind, because we aren’t an hour behind, as Senator 
Thye pointed out. 

Is Mr. George Holmes present? We will come back to Mr. Bart- 
lett. Mr. Holmes is vice president of the Holmes Tire & Supply, Inc., 
Madison, Wis. 


STATEMENT OF GEORGE HOLMES, VICE PRESIDENT, HOLMES TIRE 
& SUPPLY, INC., MADISON, WIS. 


Mr. Hotmes. I would like to say I will probably be repeating a lot 
of points already brought out, but it seems to indicate that small- 
business men think and look alike according to the tax situation as 
it is today. Today’s Government outlook on the American tax pic- 
ture of ours is that prosperity will last forever. We, of course, all 
hope it will, but what if 1t doesn’t? Taxes are so high that the aver- 
age smal] business, if prosperity doesn’t hold and we hit a landslide, 
will not be able to survive. We want things to go on as they are and 

maybe even get a little better, but with the tax situation as it is, one 
must say the small-business man is in trouble. To be specific, the 
manufacturer today is not allowed any reserve for contingencies. 
When we are dealing with manufactured items, there is the human 
element toconsider. There is always the possibility of imperfection or 
failure of the items. Thus in a subsequent year an adjustment may 
have to be made, and this might be made in a year when earnings are 
not what they sould be and you can’t afford it at that time. As vet 
the Government has not. allowed in the tax law for any such reserve. 
The analysis of Dun & Bradstreet report on business failures shows 
bankruptcies have increased 29 per 10,000 in 1952 to 48 per 10,000 in 
1956. To eliminate business failure by Government action would, of 
* course, not be in accordance with our American way of life, but certain 
small businesses are at a definite disadvantage because of the large tax 
liability that may be incurred if a venture is successful whereas an 
investor can only charge his losses against capital gains. This situa- 
tion could be helped by letting the original investor in small ventures 
charge losses against ordinary income. This would attract equity 
capital for small enterprises because the greater risk would be com- 
pensated by an opportunity to recapture percentage of a loss in tax 
savings. 

Now, I am sure you all understand what I mean, but if Bill over 
there, we will assume, is earning $12,000 a year, in 4 years he is is able 
to save $10,000 and wants to invest it in a small business, oi] well or 
something, and it didn’t work out. Conceivably he would lose his 
$10,000, but he would not be able to absorb it on his present income. 
He would have to wait until he got some other income, capital gain 
income, to absorb that loss, which I think is discouraging an investor 
such as that, and that should be considered. The present tax situa- 
tion also inhibits the growth of small business because tax slows down 
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a small-business man’s ability to invest profits. As I understand, 
there is now a proposal before Congress to alleviate these situations. 
Generally small businesses are too small to have a comptroller or Fed- 
eral income tax expert employed on a full-time basis. The small- 
business man has to consult the part-time accountant or so-called tax 
expert in order to take care of the loopholes in tax deductions which 
he is not aware of at first glance. I would say that they could simplify 
the law and make it better understood by all of us. Small businesses 
should be allowed to operate on a cash accounting system rather than 
accrued basis or at least be allowed to choose their own accounting 
system. 

Due to the fast development of new equipment, tax laws on equip- 
ment writeoff and depreciation are away behind. For example, we 
have some equipment that should be written off 20 to 30 percent a year, 
and we are now currently allowed only up to 6 percent. 

Possibly another thing that could be considered for small-business 
men is the percentage of gross profit set up for a reserve for expansion. 
This, of course, might cut down some Government income on the short 
term. But in the long run, unless business can grow, taxes will be 
directly reflected. 

Mr. Ertcxson. This is another way to state it would be a reinvest- 
ment deduction; would it not? 

Mr. Hotmes. That is right; already pointed out. Summarizing, 
these might sound like a lot of glittering generalities. However, each 
of these proposals along with the others that we have heard today 
deserves a good amount of consideration by your division. None is 
unreasonable and in the end will certainly improve business and ulti- 
mately more taxes. We do not want Government intervention or 
Government subsidization, but rather, less government. In the end 
it will mean less taxes. 

Thank you. 

Senator Proxmire. May I ask, you suggested offsetting capital 
losses against current income. 

Mr. Hormes. Yes. That is to increase the private investor, the 
man that does have capital, rather than by blue chip, 3 percent, 6 per- 
cent. Here is an instrument for him to make 50 percent, conceivably, 
if the business is successful. However, he is taking a big risk because 
if it is not successful, he can’t write that off against his current in- 
come, as I understand the tax. That is my own situation. 

Senator Proxmire. You wouldn’t argue this would provide an addi- 
tional incentive except it would reduce his prospective loss somewhat. 

Mr. Houmes. That would increase his incentive, too, because if I 
see this opportunity of making 50 percent, I am going to have to pay 
tax on it, but if I lose, I am out the money unless—— 

Senator Proxmire. Of course, you don’t go into it unless you 
expect to gain. 

Mr. Hotmes. That is right; but conceivably you could lose, and I 
am sure situations have occurred. I think it should be eliminated 
so that you can absorb it on your current income. 

Senator Proxmrre. I want to ask, you made a general statement 
that you have machinery that you are only allowed to depreciate at 
6 percent and should be depreciated at 20 to 30. Can you suggest 
any—— 
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Mr. Hotmes, In our own organization boilers, for instance, are 
currently allowed up to 6 percent depreciation. We maintain that 
we have never had a boiler go over 6 or 7 years, and in one plant that 
we operate we are on our third boiler, and the first one was put in 
in 1949—we have replaced one, have an additional one that is gettin 
old, and replaced it with an emergency boiler, so that it doesn’t hold 
true, this 6 percent. In the meantime we have to absorb that initial 
outlay every time. Sure, we can pick it up the day we lay it out, but 
we can’t get a reserve for it. 

Mr. Erickson. Have you fought about it with the Treasury ? 

Mr. Hotmes. Yes; we have. 

Senator Proxmire. Did you have any specific legislative correction, 
because I think you have an excellent point. 

Mr. Hotmes. No, we haven’t, yet. They say absolutely not. 

Senator Proxmire. What I am talking about is whether you have 
a suggestion to the committee as to how this could be corrected in the 
law. 

Mr. Houimes. Well, I don’t have a specific suggestion, as I say, but 
generally the law should be flexible enough to consider that if we can 
point out in our particular situation that these items are obsolete or 
aren’t going to stand up for 15 or 20 years, which the Government 
anticipates, we should be able to write it off faster. 

Senator Ture. Mr. Holmes, is your operation unusual, that your 
boilers go out in 6 years? 

Mr. Hotmes. Well, in our industry the boilers would be true. It 
is not like a heating boiler or anything like that, where a boiler would 
last 15 or 20 years. 

Senator Toye. What is the nature of your business? 

Mr. Houtmes. We are in the retreading business, and our boilers 
operate on a 24-hour basis 6 days a week at full pressure, and with a 
minimum amount of return, so that it is very hard on a boiler under 
that situation. 

Senator Tuyr. And you cannot convince the—— 

Mr. Hotmzs. Well, on that item. We have several] other items, 
retreading machinery which today we have to maintain a retread 
design which is comparable to the new tire design, and every year, 
just like automobiles—now it isn’t like the old days—we have a new 
design. We haven’t convinced them that we should be able to write 
that off the way we would like to, that is, every year or every 2 years. 
They feel it is a 4-year investment, and we say it should be written 
off immediately. 

Senator Proxmire. You feel it is a matter of the law rather than 
the——- 

Mr. Hotmes. Yes. They maintain it is the law, the people in Madi- 
son, the tax people. We have approached them. 

Senator Proxmire. Any further questions, Senator Thye? 

Senator Ture. I am not just quite clear. In other words, if you 
have to change your molds to keep pace with the type of a tire face 
that was wanted, you would like to write off—if you got a mold 
today, you would like to be able to write it off this year, even though 
vou might use it 3 consecutive years 

Mr. Hotmes. That’s right. But we might not also, that is what I 
said in the initial 
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Senator Ture. But if you do find that it is not serviceable after the 
first year, and you buy a new one, what do they do with 

Mr. Houmrs. Then of course you can write it off as serap. 

Senator Ture. That is what I was going to say. 

Mr. Hotes. Say in the second year we are using it, and maybe the 
second year we didn’t have as good business as the first year when 
we should have written it off. They are anticipating we are going to 
be as good off next year or the following year, as we are now. We 
hope we will, and there wouldn’t be any problem. As the man says 
before, if it stays as good as today, the same with this contingent 
reserve. 

Senator Ture. Thank you, sir. 

Senator Proxmtre. Mr. Messick ? 

Mr. Messick. No questions. 

Senator Proxmire. Mr. Erickson ? 

Mr. Erickson. No questions. 

Senator Proxmire. Thank you very much, Mr. Holmes. We 
appreciate that a great deal. 

Mr. Bartlett we skipped because he wasn’t in the room. Has he 
come back since Mr. Hobnes testified? He is not here. Mr. Albert 
Kalmbach, I see, is here, and we are happy to welcome him. Mr. 
Kalmbach is a Milwaukee publisher, and if he wishes to identify 
his position further, he is certainly welcome to do so. He is also 
a competitor of mine. I happen to be a Waterloo, Wis., ptiblisher. 
We are competing in a small way. I am competing in a small way. 
He is competing in a much bigger way. Mr. Kalmbach. 


STATEMENT OF ALBERT C. KALMBACH, PRESIDENT, KALMBACH 
PUBLISHING CO., MILWAUKEE, WIS. 


Mr. Katwracn. Mr. Chairman and members of the committee, my 
name is Albert C. Kalmbach, and I am president of Kalmbach Pub- 
lishing Co., Milwaukee, Wis. 

It is an old axiom that a business must grow or die. Growth 
forces the need for additional capital. Big business can secure addi- 
tional capital in the market place either through selling stock or 
through long-term loans of one sort or another. 

But, for small business, these sources of additional capital are 
practically nonexistent. Even with good banking connections, a 
small business is limited to relatively short-term loans for specific 
ourposes. Additional equity capital is usually available only in very 
limited amounts from existing owners, their relatives and perhaps 
immediate friends, who invest on the basis of faith and only to such 
extent as they can hold relatively unmarketable stock. 

It is undoubtedly in recognition of this growth need of small 
business and the peculiar new capital situation of small business 
that the income tax law includes a reduced tax bracket on the initial 
$25,000 of profit. After all, retained earnings after taxes must be 
the principal source of growth capital for small business. 

In these days of continual inflation, normal growth of a small busi- 
ness is not the only thing which must be provided for, however. Even 
if a business stands still, there is also a much more insidious, but less 
recognized, inflation of the assets needed to do the same volume of 
business. One might almost call it an inflationary treadmill. 
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Ten years ago, for instance, our company bought a rotary printing 
press costing $37,000. To replace that machine today with one of 
similar size and capacity would cost $90,000 and yet only $37,000 
would have been recovered in depreciation. Where does the other 
$53,000 come from? Retained earnings after taxes is the only possible 
source. Yet this $53,000 would be spent simply to replace existing 
assets—not to grow. I shudder to think what will happen when our 
present machinery wears out and we come face to face with this re- 
placement problem. 

Likewise, during the last 10 years of inflation, we have had to face 
a growth in the unit cost of the other less-permanent assets used in 
the operation of our business. Wages, for instance, have grown by 
70 percent in basic hourly rate. Thus we need 70 percent more working 
capital to cover our payroll. Raw material costs have increased 44 
percent for us and thus we need 44 percent more working capital to 
cover our raw material inventory. 

Because it is made up of these basic costs in about 50-50 ratio, our 
finished goods inventory has increased by about 57 percent in unit 
cost. Necessarily our prices have gone up—in our case about 42 per- 
cent over this 10-year period—and this means that for the same physi- 
cal volume of business we must now finance 42 percent more accounts 
receivable. 

It is easy to see that over the last 10 years, in addition to financing 
a necessary and healthy growth, a normal small business has also 
had to finance out of earnings a strictly inflationary growth of work- 
ing capital and fixed assets averaging somewhere between 50 percent 
and 100 percent. 

Small business has many problems but most of them are common 
to business of any size—the problems of operating efliciency, of sales, 
and of product creativity. The problem which is unique to small busi- 
ness is the problem of furnishing from a single source, earnings after 
taxes, the increase in capital due to both growth and inflation. 

I suggest that the one realistic tax change which could most assist 
in this is an increase in the amount of corporate income subject to 
the initial smaller rate step of corporate income tax. The capital 
requirements of small business have inflated but the first corporate 
income tax step is still $25,000. In line with inflation, it really now 
should be increased to $50,000. This one change could do more than 
anything else to help a small business through the critical growth 
financing stages to a point where it is large enough to secure more ade- 
quate capital from sources other than retained earnings. 

The loss of revenue to the Treasury from such a change would be 
small indeed, but in the present defense situation perhaps any loss 
of revenue should not be considered. For this reason, I suggest 
that any small-business tax reduction be coupled with a decrease 
of the so-called depletion allowance sufficient to balance the effect 
on Federal revenue. The average businessman, whose depreciation 
allowance is limited to recovery of actual invested capital, feels that 
the mineral and oil industries have an unfair tax advantage in deple- 
tion deductions which have no relation to original investment. 

The net effect of these balancing changes would be greater oppor- 
tunity for small business growth as well as a more fair business tax 
structure. 
Thank you. 
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Senator Proxmire. Thank you very much, Mr. Kalmbach, for an 
excellent statement, and I might say, because we are in sort of paral- 
lel businesses or competitive businesses, I can better understand the 
real wisdom of your contribution this morning. 

Do you have e any questions, Senator Thye? 

Senator Ture. None, no. 

Senator Proxmire. Mr. Messick? 

Mr. Messick. No. 

Senator Proxmire. Mr. Erickson? 

Mr. Erickson. No. 

Senator Proxmire. Thank you very much. We certainly appre- 
ciatethis. Itis very helpful. 

We also appreciate the brevity which enables us to move along. 

If Mr. Bartlett has not come back—Mr. Bartlett is here. All 
right, fine. Thisis Mr. E. B. Bartlett of the Best Block Co., Milwau- 
kee, and any further identification will be welcome. 


STATEMENT OF EDWIN B. BARTLETT, JR., SECRETARY-TREASURER, 
BEST BLOCK CO., MILWAUKEE, WIS. 


Mr. Bartiert. I am secretary-treasurer of the Best Block Co 

First I would like to express my appreciation to the committee for 
inviting me to testify. I realize that the committee must properly 
be concerned with this problem as it affects the American people as 
a whole rather than the owners and families of owners of small 
businesses alone. 

I believe that small business is essential to the maintenance of the 
free enterprise system. Were small business to disappear and all 
economic activity to be taken over by very large organizations, there 
would be a definite danger of economic power becoming so concen- 
trated that political freedom would disappear directly by a move to 
the right or a countermove on the part of Government would en- 
danger political freedom from the left. 

We have all noticed the very definite trend toward mergers and con- 
solidations which are encouraged and in many cases forced by the 
business tax structure. 

In my opinion, the fundamental problem that our present tax 
structure gives to small business is the difficulty of accumulating 
capital from earnings. Accumulation of capital is essential for the 
welfare of any business, large or small, for two reasons. In an ex- 
panding economy, a business must expand or it must drop by the 
wayside. Secondly, the long-continued process of inflation which 
seems to be permanent, and the steadily increasing mechanization of 
our productive plant requires ever-increasing amounts of capital. 

This process has been illustrated in our own case. Every 10 years 
or so it is necessary for us, in order to control our costs and maintain 
our place in the economic community, to purchase a new concrete 
block machine which represents the latest and most efficient means 
of production. However, in each case the price of the machine we 
have felt it necessary to buy has been at least twice that of the pre- 
vious one which it replaced. 

Another problem with which we are faced is the imminent neces- 
sity of moving our plant from an old built-up section of the city to the 
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outskirts where the building is taking place, where we can have the 
necessary room and where we can avoid driving our trucks through 
the congested sections of the city. The cost o rebuilding this new 
plant is much greater than the reproduction cost of our “old plant, 
and in selling our old plant, we can only hope at most to get the 
value of the land as a parking area for adjacent industry. Needless 
to say, this move is going to entail substantial financial sacrifice. 

As has already been brought out in previous testimony, big business 
can raise additional funds for expansion in a relatively cheap manner. 
They can borrow money for long terms at a favorable interest rate of 
say around 5 percent, and they can sell securities on the open market 
without taking a great risk of change of management control. On 
the other hand, small business must pay about twice as much interest 
on a long-term loan, and if they try to sell securities, they must risk 
loss of management control if indeed they can sell the securities at 
all. 

There occurs to me three fundamental methods of remedying this 
situation. First, of course, is to lower the tax rate as it affects small 
business. That is, to lower the corporate tax on the lower increments 
of profit, and to lower the upper reaches of the personal income tax. 
Secondly, to allow a total depreciation on a fixed asset of more than 
100 percent. The excess over 100 percent could be based on a statis- 
tical study of the amount of inflation that had taken place over the 
life of the asset, or it could be a flat percentage to take into account 
inflation and the accelerating trend toward mechanization. The third 
would be repeal of the corporate income tax on the net and its re- 
placement by a tax on the gross. 

I don’t think one can mention a tax on the gross or the personal 
graduated income tax without talking about the fundamental prin- 
ciples of tax justice. Many opponents of the tax on the gross, which 
of course is closely related to the sales tax, believe that it is unjust 
because it falls more heavily on the lower income groups. The same 

eople feel that the graduated income tax is just because it falls more 
tise vily on those who are able to pay more without hardship and who 
have received more benefit through opportunities afforded by the gen- 
eral economy. Opponents of the graduated income tax have main- 
tained that it is unjust because it, in a very real sense, involves taxa- 
tion of one group of people by another, and since the lower income 
groups are more numerous and have more votes, it actually is a case 
of taxation without representation. 

I believe that tax justice can be achieved by a combination of both 
these methods and certainly the corporate tax on the gross is gen- 
erally recognized to be subject to economical collection. _ 

Besides the problem it gives to small business in its efforts to 
accumulate capital, the corporate tax has another very serious fault, 
and that is, of course, the encouragement it gives to waste and to 
building up of cost, the encouragement it gives to what has been 
called an expense account economy. Another point that should be 
brought out in connection with the corporate income tax is that it is 
probably subject to nearly as much shifting of burden as the tax on 
the gross. When a management figures their prices in most indus- 
tries they probably figure the average profit that they know obtains 
in that industry which they are likely to get if they are efficient, and 
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then add approximately one-half of that percentage to cover the in- 
come tax. 

I think it also should be brought out that in these days of strong 
labor unions, the ultimate burden of a sales tax or a tax on the corpo- 
rate gross does not stop with the ultimate consumer but is passed on 
in the form of higher wages back to industry and where its ultimate 
incidence is no one really can say. 

I would like to thank the committee for permitting me to give this 
statement before it, 

Senator Proxmire. I want to thank you, Mr. Bartlett, and I might 
ask, Have you considered the total impact on the small taxpayer, that 
is, the man or woman with a small income, of all taxes, not just the 
corporation income tax, with its incidence being much the same as a 
sales tax and the personal tax, but the tremendously high proportion 
of his income that he has to pay in property taxes and so forth ? 

Mr. Bartierr. Well, I have considered that, and I think that tax 
justice would be better served if taxes were restricted to a graduated 
income tax and a tax on the gross or a sales tax and that many of 
these other taxes be climinated because it is very difficult to decide, 
for anybody to know how just or how unjust they are, and they are 
always the result of anon pressure on the representatives, political 
representatives, and they are always attempts to plug up one hole 
or one fault, and they bring in other problems that can’t be, because 
of the complicated nature of our economy, foreseen. 

Senator Proxmire. Of course what you are proposing is a pretty 
drastic overall revision, not that that wouldn’t be something worth 
considering. May I ask one question? Did you hear Professor 
Groves ¢ 

Mr. Barrier. Yes, I did. 

Senator Proxmire. Would you concur in his proposal that we elim- 
inate all kinds of exemptions, wherever possible, and to the extent 
that this would permit a reduction of the corporate income tax down 
to 43 percent and 24 percent ? 

Mr. Bartierr. Yes, I would. I agree with him very heartily. I 
think that when you start making exemptions, there is no place to stop, 
and the fairest way is to make none. 

Senator Proxmire. Senator Thye? 

Senator Tuyr. I have no questions. 

Senator Proxmire. Mr. Erickson? 

Mr. Ertcxson. No. 

Senator Proxmire. Thank you very much, Mr. Bartlett; a fine pre- 
sentation. 

(Following is a supplement to the statement of Edwin B. Bartlett, 
Jr., subsequently submitted :) 


SUPPLEMENT TO STATEMENT OF EDWIN B. 'BARTLETT, JR., MILWAUKEE, WIS. 


Referring to the three fundamental methods which I mentioned for remedy- 
ing the plight of small business on page 2: I realize that the first two, that is, 
lowering the corporate tax rate on the first increments of profit and allowing 
depreciation in excess of original cost, are more likely to be adopted than the 
replacement of the corporate net tax with a corporate gross tax. However, I 
feel that the last alternative is the better one, although it would entail a much 
more drastic revision of our tax structure and therefore would be more difficult 
to accomplish. 
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On the assumption that the corporate net tax is to be retained I would prefer 
to see Professor Groves recommendation on eliminating special exemptions and 
the allowance of total depreciation in excess of original cost, either increased 
by a certain percentage or based, as was suggested by one of the other witnesses, 
on reproduction cost. 

The application of a graduated rate to corporations is bound to create addi- 
tional problems of enforcement and administration. After all corporations, 
being artificial persons, are subject to division while natural persons are not. 
Corporations can be split so that several corporations involved in common 
ownership run what is actually a single business in order to put the tax in a 
lower bracket. The Internal Revenue Bureau, of course, tries to disallow 
separate corporations for which there is no real business purpose as opposed to 
tax-avoidance purpose. However, in actual cases there are always arguments 
and facts on both sides and no matter which way it is finally decided a lot of 
the Government’s and industry’s time is taken up and nobody is sure whether 
justice has been accomplished in the end or not. At the present time with the 
corporate rates of 30 and 52 percent the tax saving of 2 corporations over 1 is 
something around $5,000, and if there were additional brackets like in the per- 
sonal income-tax structure there would be much greater savings and the problem 
of multiple artificial corporations would become a great nuisance all around. 

When a proposal would be made to abolish the corporate net tax and sub- 
stitute a corporate gross tax for it, the point would be brought out that one of 
the social purposes of the corporate income tax is to prevent the accumulation 
of funds in a manner that would defeat the purposes of the personal income 
tax. In the case of large corporations with listed stock the public opinion of 
the stockholders and the requirement of publishing their financial reports 
would generally require the management to pretty well justify on a business 
basis the accumulation of large surpluses; for instance future expansion, plant 
relocation, etc. In the case of small corporations, it is of course possible to 
accumulate funds to avoid taxation, and section 103, if I have the number right, 
for the taxation of unnecessary accumulation exists in order to plug these loop- 
hopes. Such a provision in the tax law could of course be maintained even if 
the tax was assessed on the gross instead of the net, but a tax on the gross 
would have a very socially desirable characteristic of rewarding efficiency in- 
stead of the manner of the present law, rewarding inefficiency. 

The suggestion by one of the witnesses, which I understood to be the allow- 
ance of the corporation to go on the cash basis as far as accounts receivable is 
concerned but stay on the accrual basis as far as costs and purchases are con- 
cerned, I think is a very good suggestion. In the long run this should not 
have any effect on the revenues of Government, but there are many times when 
it could make the difference between life and death for a small business. 

I believe that it is very unjust to permit the application of more than one 
graduated personal income tax. I believe that that should be the prerogative 
of the Federal Government and that an amendment to the United States Con- 
stitution should be adopted prohibiting any graduations in the income taxes 
assessed by State governments. 

Although I agree that there should be a graduated income tax to offset any 
possible recessive characteristics of a corporate gross tax, justice is not served 
by increasing the degree of graduation every time more money is needed for the 
Government. The graduation is based on the theory that a person with a larger 
income can bear the additional cost with less hardship and on the theory that 
he has received greater benefits from the opportunities he has taken advantage 
of in the economic system. However, this obligation on the part of a person 
of high income to pay more is not morally right every time the Government 
needs more money. The graduated income tax paid on personal income should 
be set with the top bracket not in excess of say 75 percent and that rate should 
not be changed. If it is necessary to raise more money, then a surtax with a 
flat percentage at all income levels should be applied to make up the difference. 
It is not fair, nor is it economically prudent, for the general electorate to have 
the feeling that whenever the costs of Government have to be increased or are 
increased to take care of some special social benefit that the increase can come 
out of the top brackets, which of course is out of somebody else’s pocket. Of 
course we know that substantial revenue cannot be raised by simply increasing 
the rate at the top of the bracket because the bulk of the tax receipts are from 
the lower brackets. 

I would like to offer the following suggestions in the interests of economy of 
collection. If it is the opinion of Congress that the graduation principle should 
be maintained below, say, the $15,000-per-year level so as to give relief to persons 
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with very low income and large families, then I would suggest that the income 
tax itself be applicable only to incomes above $15,000 and that the country rely 
on a sales tax, a corporate gross tax to collect the share of the lower wage 
earners and allow them to apply for refunds from the Government where they 
would furnish on this application the total of their income and dependents and 


“swear to the accuracy of their statement. Then the Government would com- 


pute on a statistical basis the refund which they should have so that they would 
be paying approximately the same including their burden of sales tax as they 
would be if the income tax itself was graduated way down to say $3,000 and there 
were no sales tax or corporate gross tax. Any person of low income who did 
not wish to bother with filing the application for refund of course would not be 
under any obligation to do so. This would tremendously reduce the cost of 
collecting the personal income tax and yet would put practically the same burden 
on the different income groups. 

The capital-gains tax has become a source of excessive controversy between 
the Internal Revenue Bureau and taxpayers and has in effect resulted in those 
who cannot afford to pay high-price tax experts bearing a larger share of the 
tax burden. The theory of the capital-gains tax to tax income attributable to 
more than 1 year at a lower rate is entirely just but the problem arises from 
the set division of 50 percent inclusive in taxable income with a top limit of 
25 percent. This method was adopted for simplicity but perhaps a more complex 
computation would actually be more simple to enforce. A more equitable but 
more complicated way to compute the capital-gains tax would be to permit the 
taxpayer to divide the long-time capital gain by the number of years it was 
attributable to, to compute his tax without a capital gain and then with that 
portion of the long-term capital gain attributable to the present year, to find 
the difference by subtraction and multiply that by the number of years and to 
add the result to the income tax on the income without the capital gain. 

For example, a man made $10,000 a year before capital gains and had a 
capital gain of $10,000 which was accumulated over a 5-year period or at the 
rate of $2,000. The taxpayer would then compute his tax on $10,000 of ordi- 
nary income and, for simplicity, let’s say it was $2,000. Then he would com- 
pute the tax on one-fifth of his capital gain that is the amount attributable to 
1 year plus his ordinary income which would be a total of $12,000, and assume 
for simplicity’s sake that the tax was $2,600, the difference between the tax on 
$12,000 and the tax on $10,000 would then be, of course, $600, and this multi- 
plied by 5 would be $3,000 and the total tax would be $5,000, $2,000 plus $3,000. 
In this way he would be taxed on the entire capital gain at the rate applicable 
to that part of the capital gain applicable to 1 year. This method of computa- 
tion would be much better for taxpayers holding assets for a long time but 
would prevent taxpayers from arranging to have what is actually income tax 
at the lower long-term rate. If one accepts the justice of the graduated tax 
system with a top bracket say of 75 percent, one certainly has to admit the 
justice of taxing the gain on an asset held for 2 years at a maximum of 37% 
percent instead of 25 percent. 

Since the corporation first of all is a legal privilege extended to business 
investors in Order to limit liability to creditors rather than a tax entity small 
business should really be taxed same whether it is incorporated or not. If 
business is to be taxed on the gross, then small business should be taxed on the 
same basis. If, on the other hand, business is to be taxed on the net, then 
the proprietor of a small business should be taxed on the corporate rate on a 
business profit and at the personal rates in addition but only on that part that 
he withdraws for personal use. This arrangement would of course produce a 
hardship on very small business which earns so little that the individual's 
income tax aggregates to less than 30 percent. To correct this it would be 
necessary to tax, say, the first $10,000 of business net profit at only 20 percent, 
assuming that is the minimum rate on the individual tax seale. Of course, 
the drawings of the owner would be allowed as a deduction for cost of doing 
business in computing the business income. Therefore, there would be no 
double taxation and the unincorporated small-business man would be on the 
Same basis as the incorporated one. In justice there is no reason why the 
fact that one is incorporated or not should affect one’s taxes. 


Senator Proxmire. Is Mr. Donald Tendrick here ? 

Mr. Donald W. Tendick, of Tenoco Oil Co., Milwaukee, Wis. Have 
you been here all morning, Mr. Tendick ? 

Mr. Tenpick. No. 











1456 TAX PROBLEMS OF SMALL BUSINESS 


Senator Proxmire. I might say the reason I ask that is because 
there has been quite a bit of testimony about eliminating oil deple- 
tion and that kind of thing. 

Mr. Tenpick. I know. Almost everyone has mentioned oil deple- 
tion, so I will try to stay away from that. 


STATEMENT OF DONALD W. TENDICK, PRESIDENT, TENOCO OIL 
CO., MILWAUKEE, WIS. 


Mr. Tenpicx. Mr. Chairman and gentlemen, it is my firm belief 
that if small business, one of the solid cores of our economy is to con- 
tinue to grow and flourish, tax relief of some sort is not only helpful, 
but has become a necessity. A business—like many other things— 
never stands still; it either grows or declines and with our present tax 
laws it has become harder and harder to grow. Many small businesses 
today are failing because badly needed working capital was tied up in 
Federal and State taxes. In our own case our company started in 
business with a small working capital and as we grew the money to 

row had to come from earned income. We have continued to put 
back into our business a large majority of our earned income. Then 
at the end of our fiscal year we must pay tax on our profits, not taking 
into consideration any money that was reinvested in the company to 
put us in a better competitive picture with big business. It is coinci- 
dental to note that a large number of today’s big businesses became big 
when the tax structures were much lower, allowing them to reinvest 
profits without the penalty of taxation at the present rates. 

I believe that one remedy for this would be in the form of special 
relief for small businesses which would allow a small-business man 
to reinvest a portion of his net profits in his business without penalty 
of taxes. This to be done until his total net earnings reach a set 
yearly figure. 

For instance, let us take a small business as an example with a 
yearly net income of $10,000 per year. This businessman would be 
allowed to reinvest up to say, 25 percent or $2,500 of his net income 
im his own business tax free and then would pay tax on the remainder; 
or in this case $7,500. However, if he did not reinvest any of his net 
income, he would then have to pay tax on the entire amount. 

This will benefit both the small-business man and the general econ- 
omy of the whole country by encouraging the small-business man to 
reinvest in his own business, making him financially stronger and 
sounder. Today there are many smal] businesses that have excellent 
growth potential that could become solid structures in the future 
economy of our country, that will never have an opportunity to reach 
their intended goals because there is no encouragement given them to 
reinvest in their own business; thereby penalizing the country of a 
valuable source of revenue. Almost every one of our industrial giants 
of today had very small humble beginnings and their growth came 
only from reinvesting earned capital in their own business. 

Looking at my proposal through the eyes of the Federal Govern- 
ment and how it will affect the income of the Federal Government; 
I think that in the final analysis it will increase the tax income by 
broadening the tax base on which the Government works. It will, I 
am sure, encourage small business to grow at a much faster rate than 
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is permissible under present tax laws, thereby becoming a bigger asset 
to their community and country. 

This form of tax relief is now being given to many large oil com- 
panies punen depletion allowances on crude oil produced at the 
well—which has been brought out in previous testimony—this is being 
done, I believe, to encourage the exploration of new sources of crude 
oil, but seems unfair to me in the fact that it is being given to only one 
field of business, that being the exploration of oil. Our economy is 
just as dependent, if not more, on the success of the small-business 
man as it is on the exploration of new oil wells. 

I believe that this tax relief can be possible without affecting the 
income of the Federal Government by the elimination of unjustifiable 

tax privileges given to all but that only the very large businesses can 
take advantage of such as accelerated depreciation “for war defense 
equipment which allows a quick writeoff of equipment used on emer- 
gency defense contracts. This equipment becomes a valuable asset to 
its owner once written off and can be used in the production of many 
peacetime commodities; thereby taking advantages of present tax laws 
which are beyond the use of the small-business man. One other mis- 
used deduction large corporations are taking advantage of that reduces 
Federal revenue to alarming proportions is the so-called merger or 
consolidation plan allowing one corporation with a very large net in- 
come to consolidate with another that has an operating loss. This 
misuse costs the Federal Government untold sums of money each year 
and is totally beyond the scope or imagination of the average small- 
business man. 

In summing up, I want to thank you gentlemen for the opportunity 
of giving you my thought on this very important issue facing the 
small-business man tod: ay and once again I cannot impress strongly 
enough the absolute need for tax relief at this time. 

Thank you. 

Senator Proxmire. Mr. Tendick, I thank you very much. I would 
like to say you have hit a couple of points and hit them very well, and 
I think you have been very helpful to us. I would like to ask you 
about one particular point because your recommendation coincides 
with something I think the committee has been considering to some 
extent, up to a point, and there you depart. You would permit a 
small-business man to reinvest a portion, as you put it here, of his net 
profits in his business without penalty of taxes up until his total net 
earnings reach a set yearly figure. 

Mr. Tenpicx. Correct. 

Senator Proxmire. This would mean that you have to have some 
kind of arbitrary definition of small business, and if the earnings barely 
exceed that figure, then of course he loses this opportunity. If they are 
below it, then he has it. Would you extend this to all business? 

Mr. Tenpick. Definitely, extend it 

Senator Proxmire. That is a modification that isn’t quite clear in 
your testimony, and if you modify it in that way, it would coincide 
witha proposal, to some extent. 

Mr. Tenpick. To the small-business man it would be a tremendous 
asset, and to the large-business man also an asset, but not near the pro- 
portion. 

Another important thing, it takes into consideration, I think, a small 
business as a whole, which includes the medical field, ‘the dental field. 
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It will enable the physician in the local neighborhood to buy equip- 
ment to better service his patients. I think it will increase the health, 
the economy, and the future of our country for many years to come. 

Senator Proxmire. Fine. Thank you very, very much. 

Now if we proceed we will be taking people who are scheduled to 
appear at 2 o0’clock. Let me run down the list—I think we should make 
as much use of this great Senator that we have here from Minnesota as 
we possibly can because his plane does have to leave this afternoon—to 
see if any of these gentlemen are here. If they are not, we will come 
back after lunch and have to pick it up then, I presume. Iam going to 
call off the names, and if any of these people are here, raise your hand. 
Mr. Peters, Mr. Soderquist, Mr. Becker, Mr. Evans, Mr. Epstein, Mr. 
Gregory 

Senator Toye. You are out of luck; you have exhausted your list. 
You have done a good job, Senator. 

Senator Proxmire. Well, it has been a very interesting morning. 

We have a statement from Mr. Lawrence J. Jones, president of the 
Wisconsin Pharmaceutical Association, which Mr. Jones has asked 
be made part of the record, and we will do that right now. 

(The statement referred to is as follows:) 





STATEMENT OF LAWRENCE J. JONES, PRESIDENT, WISCONSIN PHARMACEUTICAL 
ASSOCIATION, MILWAUKEE, WIs., REPRESENTING THE POSITION OF THE INDE- 
PENDENT PHARMACISTS OF WISCONSIN 


Mr. Chairman and gentlemen of the United States Senate Small Business 
Committee, my name is Lawrence J. Jones, Menomonie, Wis. The Wisconsin 
Pharmaceutical Association represents 1,050 Wisconsin independent retail drug- 
store owners. I am informed that your committee already has much factual 
evidence before it indicating the imperative need for legislative relief which 
will enable small-business men to effectively compete in the market place. The 
avenues of legislative approach in order to preserve the small-business man as 
the key figure in our economy are several. However, since this hearing is con- 
fined to testimony touching remedial measures limited to tax relief under the 
Internal Revenue Code and its regulations, as it may afford relief to small- 
business men, in behalf of Wisconsin retail drugstore owners, their employees, 
and the respective communities they serve, I propose to this committee for 
consideration the following: 

(1) To amend the Internal Revenue Code so as to provide graduated corporate 
tax rates in a manner as would favor small corporations, by either increasing 
the exemption of corporate income subject to surtax or reducing the corporate 
normal tax, and concurrently also provide permission for partnerships and 
individual proprietors to be able to elect to be taxed as corporations. 

The purpose of this suggested measure is to provide small corporations and 
those small-business men who elect to be taxed as such corporations, relief from 
the present crushing high tax rates. The burdens of the present tax levies 
against business, State and Federal, penalizes hard work, incentive and the 
ability to compete effectively. Taxation in one form or another eats into the 
capital of the small--business man so that he is unable to command the where- 
withal to modernize, and improve his establishment to properly compete, in 
serving his community. I desire to stress here that the reduction of the gradu- 
ated tax rates for small corporations without simultaneously permitting part- 
nerships and individual proprietors the right to elect to be taxed as corpora- 
tions will be an ineffective relief to the many small businesses operated as 
partnerships or as individual proprietors. 

(2) Permit taxpayers to use the alternative methods of depreciation under 
section 167 of the 1954 Internal Revenue Code of property used in a trade or 
business, or of property held for the production of income, as would permit 
sooner recoupment of invested capital in such property in order to afford the 
recoupment of the amount invested nearer to the amount of the allowable de- 
preciated value. 
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Experience will disclose frequent instances wherein the allowable depreciation 
amounts to only about from 40 to 60 percent of the costs required to meet and 
replace property or equipment used in business, the results of which create 
a situation in which the small-business man finds himself short of capital for 
required replacement and improvements to enable him to effectively compete in 
the market place with those who have the capital or are able to command new 
capital. 

To illustrate, I am reminded of the recent editorial which appeared in the 
Cleveland Plain Dealer, headed “Have You Heard the Story About the Lathe 
Which Cost $12,000 in 1942, but Which Took $1,250,000 of Sales To Replace?’ 

This is the story: 

“In 1942 Thompson Products Co. bought a lathe. The cost was $12,000. 
Under Federal tax laws the cost could be depreciated over a period of 14 years. 
So, in 1956, when the lathe had to be replaced, Thompson had $12,000 set aside, 
plus an additional $1,000 which was the resale value of the old lathe. 

“However, in 1956, the same model lathe that sold for $12,000 in 1942 was 
priced at $35,000, and a new model with attachments to meet the advanced 
needs of the industry cost $67,000. 

“Hence, the company found itself with only $13,000 to buy a $67,000 piece of 
equipment. 

“The additional $54,000 had to come from profits. But in order to clear 
$54,000, Thompson had to make a profit of $112,000 before taxes, and in order 
to make that much profit, the company had to sell more than $1,250,000 worth 
of products to customers. 

“It took $1,250,000 of sales for the company to replace 1 lathe.” 

(3) Permit the self-employed as partners or as individual proprietors a means 
to provide tax free, qualified old-age pensions as are permitted corporate em- 
ployees, whether executives or ordinary laborers. The purpose of this suggested 
measure is self-evident ; arguments in its behalf are provided in a bill now pending 
in the House, entitled “Jenkins-Keogh Bills—H. R. 9 and H. R. 10.” 

(4) Amend the excise tax provisions in line with the recommendations con- 
tained in the Reed bill, entitled H. R. 3864, which seeks to amend the Internal 
Revenue Code of 1954 to change the tax on toilet preparations (which ought also 
be extended to the other items) from a retailer’s tax to a manufacturer’s excise 
tax. The purpose of this suggested measure is manifold, but two in particular, 
namely, the tax burden while it is dubbed as a consumer’s tax, it is invariably 
imposed on the retailer, and it further imposes expensive recordkeeping adding 
to the costs of doing business, as well as consuming a lot of costly time and 
inconvenience in report making, which is multiplying almost beyond endurance by 
the Federal, State, and city taxing divisions, all of which adds to the burden and 
inability for the small-business man to compete in the market place, and fre- 
quently remain in business. It is becoming evident more and more that the over- 
load of taxes jeopardizes the system of independent enterprise in America. In 
this respect your own committee’s report highlights the fact that in 1956 small- 
business failures totaled 12,686 which represents a 16 percent increase of 1955 
and post-World War II high. Retailers ranked second highest in business failures 
last year. Figures show that 6,341 stores closed their door in 1956—being 18.8 
percent higher than retail failures in 1955. All of which is occurring in the midst 
of a so-called boom. 

In addition to the above suggestions, I urge consideration by this committee the 
active support of pending bills in Congress, as well as the proposal of new legis- 
lation in order to prevent destructive methods of competition in the market place 
now rampant in every phase of distribution, such as: 

(1) Active support of 8. 11 which attempts to amend the Robinson-Patman Act 
by reaffirming the national public policy and the purpose of Congress in providing 
effective administration and enforcement of the antitrust laws, which bill is other- 
wise commonly known as the equality of opportunity bill. The bill aims to secure 
to all persons an equal opportunity to compete in trade and business and to 
preserve free and fair competition in the market place. 

(2) To prepare Federal legislation to further implement the basic policy of 
eliminating unfair methods of competition in interstate commerce by equalizing 
the rights in the distribution of identified merchandise by providing that it shall 
be lawful for a trademark owner to establish stipulated or minimum resale prices 
of his merchandise in commerce which is in free and open competition with articles 
of the same general class produced by others. 

Such legislation would enhance the public interest and promote economic effi- 
ciency and afford an opportunity for the independent small distributor to compete 
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on more nearly equal terms with the large and multiple distributor. Such legisla- 
tion will further enhance the public interest by encouraging the survival of small 
distributors, who comprising the bulk of small business, add a time and place 
utility to goods by making them readily accessible to consumers. Such legisla- 
tion will further enhance the public interest by bringing goods of established 
quality to the consuming public at the lowest possible price consistent with what- 
ever distribution service the public may expect, which public demand can best be 
served by fostering free and fair competition in the market place. 


Senator Proxmirr. We also have a statement by George F. Petry, 
Rambler dealer, Manitowoc, Wis., which Mr. Petry has requested be 
inserted in the record, and are very happy to do so at this time. 

(The statement referred to is as follows :) 


STATEMENT OF GEoRGE F. Perry, RAMBLER DEALER, MANITOWOC, WIS. 


Mr. Chairman and gentlemen of the committee, my name is George Fred Petry. 
I am a Rambler dealer in Manitowoc, Wis. I have been in the automotive busi- 
ness for 25 years, and at the present time I am chairman in my territory for both 
the State and National dealer association. 

I appreciate this opportunity to express my views before this committee, not 
only for myself, but for all of the dealers in Wisconsin. 

I feel sure that all businessmen could point to one or two reasons why their 
business is important to the whole Nation. 

We automotive dealers feel that we are very important to the Nation in both 
peace and war. It would be impossible for any transportation system to move 
all the people from a small or large city in case of an emergency, or even to and 
from work. We have seen this demonstrated in many cities where there has 
been a tieup of their transportation systems. 

The automotive dealers not only provide both new and used cars to keep the 
Nation on wheels, but also help to maintain the 56 million cars that are on the 
road today. We all can remember how important it was to keep these cars going 
during World War II when new cars were unavailable. 

In order to do this important job, it takes both the large and the small dealer. 
In many cases the small dealer is more service-minded than the large dealer, 
who is interested in volume selling only. 

Therefore I would like to call to your attention the importance of the small 
automotive dealer I represent here today. 

I think that we will all agree that the job of maintaining and servicing the 
millions of cars on the road today takes both the large and the small car dealer. 

Every day many small car dealers are finding it more difficult to try and stay 
in business. The cost of doing business is goiug up every year. Our total sales 
are up due only to the increase in our selling prices, and our profits are down. 

Both our National and State associations are holding meetings and doing all 
they can to counsel with our dealers to make them better businessmen and teach 
them not only to do a better selling job, but also to help them control all oper- 
ating expenses. 

The small dealer must keep up to date with service equipment, parts inven- 
tories which cost more each year, also keep up in his inventory of both new and 
used cars, and each year these costs go up, so it takes more working capital each 
year just to keep up with the same size inventory, notwithstanding the need for 
certain expansion which all businesses need. 

The small dealer does not have the borrowing ability of large business. In 
most cases he must pay a larger rate of interest to secure money and can bor- 
row only for a short period of time. We just had an increase rate in interest 
charges on all of our new cars that are floor planned, and most dealers large 
and small have to depend on borrowed money for new car stocks. 

We small dealers do not feel that we should not pay our share of National 
and State taxes, but we do feel that under the present system of collection there 
could be some relief given to the small dealers without affecting our national 
economy and security. 

With this thought in mind I would like to call your attention to the Curtis 
bill H. R. 5735. This bill would not work a hardship on any business large or 
small, incorporated or unincorporated. It would however, help all business large 
or small by allowing a deduction before taxes of 20 percent of its net income or 
$30,000, whichever is less. If reinvested in that business the passage of this 
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bill would help every small business today by giving it increased working capital. 
This is most urgently needed today to help small business survive. 

H. R. 5735 also would be a help with regard to estate taxes. Many of our 
small businesses are father and son deals, and in a great many instances, upon 
the father’s death, are faced with the necessity of liquidating the business in 
order to meet estate taxes. Passing this bill would increase the length of pay- 
ment of this tax over a 10 year period after death. 

This bill would also make it possible for a taxpayer to purchase non-interest- 
bearing anticipatory State tax certificates up to the sum of $100,000 which 
would also be a big help. 

I would also like to call your attention to our present surtax, as it affects 
the small-business man. At present the starting point of $25,000 is too low to 
give any aid to the small-business man, and after general discussion with 
the businessmen it seems that a starting point of not less than $50,000 could be 
used to help the small-business man and still not hurt the large-business man. 
I feel sure that if you check into this tax, you will come up with the same kind 
of thinking and can arrive at a more equitable starting point. 

If these changes resulted in any reduction in our overall taxes collected I 
am sure that our Government with the vast knowledge at its disposal could con- 
trol some expense items, or levy taxes on now exempt organizations and other 
enterprises engaged in commercial activities. 

I wish to thank you for the opportunity to submit these views, and to thank 
you in advance for any and all considerations given to them. 

I thank you. 


Senator Proxmire. We have a statement in the form of a telegram, 
from Harold N. Leitman, chairman of the board of Adam Consoli- 
dated Industries, Inc., of New York to be made a part of the record. 

(The statement referred to is as follows :) 


STATEMENT By HAROLD LEITMAN BEFORE SENATE SELECT COMMITTEE ON SMALL 
3USINESS, DECEMBER 10, MILWAUKEE, WIs. 


New York, N. Y., December 10, 1957. 
Senator WILLIAM L. PROXMIRE, 
Senate Select Committee on Small Business, 
Federal Court Building, Milwaukee, Wis.: 


‘Today small business finds itself in an ever-increasing dilemma. Small busi- 
ness is a very important and integral part of our overall economy. Historically 
in these United States small business has been the backbone of our general 
economy and has provided the springboard for markets growth and develop- 
ment. As always in this country our economic strength has been based on busi- 
nesses of all sizes, including the small and middle sized business, whereas other 
countries have existed in their way with only large businesses and shopkeepers. 

Despite Government pronouncements at all levels the fact remains that the 
tax rate for a small business no matter what its size is exactly the same as the 
tax rate for multi-million-dollar corporations. Obviously this does not provide 
for any growth on the part of small business so that it can compete fairly in 
the capital or product market. So as to avoid Government intervention the 
only method for relief is a realistic tax structure which will permit small busi- 
ness to develop its own net worth out of earnings. This development of net 
worth would obviously permit corporate and bank financing which is not avail- 
able to small business in any appreciable quantity today. While the larger 
corporation has the advantage of being able to obtain funds and charge the in- 
terest cost in effect to the Government, the smaller corporation while subject 
to the same tax situation does not have the net worth which permits it to take 
advantage of the borrowing market in the same manner. The current tight 
money situation just compounds this problem. 

In order to correct this inequitable situation, I offer for the committee’s con- 
sideration a different formula for tax rates for smaller companies which will 
not match on unequal terms the multi-million-dollar corporation against the 
smaller companies. A most important step in the right direction in reevaluating 
corporate tax rates for smaller corporations would be to base the tax not only 
on income but on total assets. As an example, a company with total assets of 
$100,000 would pay a different tax rate than a company with total assets of 
$1 million, $5 million, $10 million, etc. Controlwise this should present no prob- 
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lem to Internal Revenue in reaching the proper tax level, if it is just based on 
total assets rather than net worth. On the other hand this method would 
permit an equitable way for small corporations to retain part of their earnings 
for growth and expansion. We can never expect under presentday conditions 
that smaller corporations can grow competitively to form an important segment 
of our business community if there is no tax discernment between a corpora- 
tion working with total assets of $100,000 and a corporation working with total 
assets of $1 million. Without submitting specifically an entire new code the 
recommendation would be as follows: The total tax rate of 25 percent 
on earnings up to 50 percent of the total assets of a firm: a tax rate of 37 per- 
cent on the earnings comprising from 50 to 75 percent of the total assets and 
a tax rate of 52 percent for the balance of all earnings. This formula could 
apply to all firms with total assets of $100,000 or less, and graduated scales in- 
stituted for firms at $200,000 total assets, $300,000, and so forth. 

The growth of these firms, the additional productivity, the additional per- 
sonnel employed, and the additional activity created would not, in my opinion 
decrease the overall tax payments to the Government but would rather increase 
them. As a matter of fact, it would seem to me that we use much this same 
method in our foreign relations. As an example all member nations of the 
U. N. do not contribute the same amount to its upkeep, the present high tax 
structure makes it extremely difficult for business to grow through reinvested 
earnings and the tremendous demand for funds has made it difficult for the 
smaller business to tap the investment market. Under the above plan, these 
smaller businesses would have more disposable income at their call to provide 
for continued and strong economic growth so that they too, can start to compete 
in the capital and borrowing market with their larger competitors. 

I would further recommend that a small business be able to average its income 
over a period of years, probably 3. It is recognized that the earnings of a 
small business fluctuate much more violently than the earnings of large busi- 
nesses. A good year’s earnings, which is not representative of the average 
performance of the small business would not be confiscated by taxes. There 
should also be a change in the capital gains tax structure which would permit 
no taxation for earnings reinvested in the business if those earnings accrued 
from what is now known as a capital gains transaction. 

The larger companies have been the chief recipients in dollar amounts of 
accelerated depreciation schedules due to defense work, and have been most 
able to compete for Government business. The Government should allow faster 
writeoffs for small business based on their total assets in the same manner as 
that proposed for corporate taxes. 

There are some facts with relation to small business that are incontestable. 
The failure rate today is approximately twice that of 1952 with most failures 
occurring in the small business range. The rate of sales and mergers of small 
companies into larger companies is steadily increasing. Small business, due 
to the inequities in its ability to retain capital, have been unable to produce 
new products at the rate of development of larger corporations and hence their 
growth is being stifled. An inequitable tax base is responsible in the largest 
measure for these trends. 

The capital markets are virtually closed to the small-business man as a source 
of capital. The costs of flotation and the return he would have to offer make 
this means prohibitive. His inability to meet such conditions create a lack 
of investor interest. Many of the loan sources available to larger business 
are unavailable to the smaller-business man. He is, therefore caught on the 
horns of a dilemma. In order to be competitive he must have additional 
capital, finds it difficult to raise equity capital, expensive to raise loan capital, 
and the tax law makes it impossible for him to grow out of retained earnings. 

We therefore have the ridiculous situations of the Government giving lip- 
service to the small-business man, spending huge sums on trust busting to keep 
the big firm from growing larger but providing no means or incentive for the 
small-business man to compete with his larger business rivals. 

Statistics clearly indicate that the general increase of corporate taxation 
is passed along to the consumer with a higher selling price of the produce and 
therefore corporate earnings have remained much the same in relation to gross 
invested capital. However, this has had an additional effect upon smaller 
business as the net worth or invested capital must be higher in order to main- 
tain a relationship in competition. This requires more dollars. 
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The Government must remove this restrictive tax structure in order to build 


and strengthen our economy. 
Haroip N. LEITMAN, 


Chairman of the Board, Adam Consolidated Industries, Inc., 404 Fifth 
Avenue, New York, N. Y. 

Senator Ture. I am in sympathy with the reporter; she has been 
sitting here since 9 o'clock. 

Senator Proxmire. I am going to take advantage of the oppor- 
tunity to impose on you, if this is possible, for 5 more minutes. We 
have a very distinguished member of the Wisconsin Legislature 
a man who happens “also to be a good close personal friend of mine, 
Assemblyman Allen Flannigan. He has asked for 5 minutes, and 
with your permission 

Senator Ture. Certainly. 

Senator Proxmire. Thank you. 


STATEMENT OF ALLEN J. FLANNIGAN, ASSEMBLYMAN, WISCONSIN 
LEGISLATURE, MADISON, WIS. 


Mr. Fruannican. Mr. Chairman, Senator, members of the staff, 
thank you for the kind words, Bill. I should say at the start that I 
am a tool grinder by trade, and an assemblyman, I suppose, by the 
grace of God and the voters of the seventh district. This is a very 
brief statement, not a bit flowery. I can cover it in 5 minutes, I am 
sure. My real concern now is for what I consider the small-business 
man, the man who runs his own business or has 1 or 2 employees. A 
big majority of those people earn less than $10,000 a year, and it 
is my understanding that a lot of them incorporate themselves in 
order to pay themselves a salary and take advantage of the lower 
income tax rate. 

I am thinking now of a pharmacy in my district where the former 
owner is selling his business to his young assistant, and he prefers to 
work for that man at a salary. The younger man is working the long 
hours and building up the equity in the business, and that is one of the 
reasons, I think, why the brokers claim that businesses are being 
given away today, in many instances. 

I have another little one-man hardware store in my district. The 
proprietor told me yesterday that he averages 60 hours a week. Now, 
that is 3,000 hours a year, in his little shop, and last year he earned 
in the neighborhood of $5,000. Now, a man in my plant who hauls 
chips, working 3,000 hours a year, would earn between $7,000 and 
$8,000. So there is something radically wrong in our economy when 
we permit that sort of thing to occur. In other words, many of 
these what I call really small- business men are working for less per 
hour than the chip hauler in the plant where I happen to be a tool 
grinder. 

Now, I might mention that I heard some rather pertinent and 
sometimes profane remarks from some of these gentlemen about our 
State personal property tax, and of course that is not in your province, 
and you can be very happy it isnot. That is a problem that I think we 
should approach on a State level and solve in the next session if at all 
possible. 

Now, for suggestions, I think the starting point for the corporate 
tax is too high. I suggest that a businessman earning less than $10,000 
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should receive every consideration because of his effort expended, the 
capital he has in his business, and the added income he brings to 
the Government because of the sales. I heard a suggestion here this 
morning that 20 percent would be a good starting point, and a 20 
Spercent rate up to $10,000, and I thought that was a very good sug- 
gestion. 

Mr. Erickson. What would you do for the unincorporated busi- 
ness ? 

Mr. Fiannican. I would say that should apply to him, and if you 
did apply it to him, he w ouldn’t have to incorporate himself, so to 
speak, in order to pay himself a wage. It is my understanding that 

1ey do that. Several businessmen ‘yesterday told me that that was 
the way they took advantage of the 20-percent bracket up to $4,000 
on the income tax and 22 percent, I believe, up to $8,000, and T see 
no reason why any businessman, whether he be incorporated or not, 
if his earnings are less than $10,000 should pay more than 20 percent 
in taxes. He is just out of step for the efiort he has expended and 
the capital that he has invested. 

Now, one of my businessmen wanted to know why they cannot 
put some money aside for retirement, just as the big corporations 
set. aside these used amounts for our pensions, for my pension, for 
example, and then another merchant told me that he should have a 
better depreciation factor on his fixtures and his equipment so that 
they can remodel more often. He mentioned several items that I 
believe he is allowed to depreciate at 10 percent but within 5 years 
he would want to replace, and that, of course, is in contrast with 
that shocking depletion allowance that we have heard so much about 
here today. 

Now, in talking to these men—and these are the little men—they 
all realize that this international situation and development that we 
have now makes any tax cut pretty unlikely, and they are resigned 
to that. But I do think that they want a high priority, and I think 
they deserve a high priority, in any consideration, and I think that 
you gentlemen are going to give a good, hard look at the entire tax 
picture. TI notice that there are some reforms being put in now, which 
grants appropriations only for 1 year and may ‘stop some of those 
terrific unspent balances. But, as I say, the small-business men I 
have interviewed in the past few days are somewhat resigned to the 
likelihood of immediate relief, but I certainly hope you give them a 
high priority in your considerations. 

Thank you. 

Senator Proxmire. Thank you, Assemblyman F lannigan. I might 
say I understand the committee has been looking into a related 
propose) like the one you suggest for small- business men. It is dif- 
erent, but it is somewhat the same thing, the objective is the same, 
as it would accomplish something of the same kind. Your testi- 
mony, I am sure, will help support that consideration. 

I have no questions. 

Senator Thye? 

Senator Ture. I have no questions. 

Mr. Erickson. No questions, Mr. Chairman. 

Senator Proxmire. Thank you very much, Jerry. 
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Well, now we will adjourn for lunch. Would you recommend that 
we reconvene at 2 o'clock ? 

Mr. Erickson. Yes. 

Senator Proxmire. We will reconvene at 2 o’clock so these gen- 
tlemen scheduled for this afternoon will be precisely on schedule. I 
want to express my gratitude to Senator Thye. He certainly served 
above and beyond the call of duty by staying here so long. 

Senator Ture. Thank you, sir. 

(Thereupon, at 1:20 p. m., the subcommittee recessed, to reconvene 
at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Proxmire. The hour of 2 o’clock having arrived and passed, 
we will go ahead with our hearing. 

Unfortunately, Senator Thye had to leave to return to Minnesota; 
he had acommitment. He was mighty gracious to come over here, and 
he was here from 9 o’clock this morning until nearly 1:30 this after- 
noon hearing continuous testimony. A member of the staff had to 
leave with him. However, we have a very competent member of the 
staff here in Mr. Messick and will continue to hear your testimony. 
Everything that you say will be put into the record and will be given 
careful and thorough consideration by the full committee before our 
omnibus small business tax relief bill is drawn wp, and as you know, 
that is the purpose of this hearing. 

The first witness to be scheduled this afternoon is Mr. Robert W. 
Peters. Is Mr. Peters here? I am going to go ahead, Mr. Peters. 


Won't you step up here and while you are walking up, I will identify 
you, and if I am inerror at all, you correct me. It is Mr. Robert W. 
Peters of the Peters Tool Co., Inc., Milwaukee, Wis. If you wish 
any further identification, you go right ahead. 

Mr. Perers. That is sufficient. 


STATEMENT OF ROBERT W. PETERS, PETERS TOOL CO., INC., 
MILWAUKEE, WIS. 


I am basing my testimony today on the outline given to me by your 
Mr. William Erickson. In this outline, there are nine points that you 
are particularly questioning. I am only going to testify on six of 
these points, which I feel qualified to do so. 

The first of these is “Permit estate taxes to be paid in installments 
over a period of years.” This definitely would be an extraordinarily 
good thing. My father died over 3 years ago and it put my mother 
in a rather peculiar position. If it had not been that she had enough 
life insurance to cover the taxes, the stocks and bonds that she held 
would have had to be sold. If this had occurred at a time when the 
stock and bond values had been extremely low, she would have had to 
sell at a loss. This forcing a person to take a loss, merely to pay 
estate taxes, is against the principle of inheritance. Why should a 
person inherit something, if he has to sell it and sacrifice practically 
everything he inherited, to get it? 

Senator Proxmire. May I interrupt there to say, would you agree 
that under those circumstances that interest should be paid on the 
balance as it is paid over a period of years? In other words, the 
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Federal Government is foregoing immediate receipt of this mone 
and thereby at least losing some interest on it, and do you think it 
would be sensible or proper, practical, to require interest to be paid 
on it? 

Mr. Perers. Well, interest probably would be sensible, yes, but pro- 
viding the interest rate doesn’t go to extremes. 

Senator Proxmire. Fine. 

Mr. Prrers. I mean, this money has to make money also, and you 
don’t want it to go too high. 

The second point I wish to testify on is “Permit taxpayers to use 
alternate methods of depreciation, provided by section 167 of the 1954 
Internal Revenue Code for used property.” 

There should be alternate methods of depreciation devised which 
are not like today’s methods of depreciation. Today’s method of 
depreciation is based on the new value of machinery, or the value 
that the company paid for a used machine. This value, as years go by, 
becomes more and more obsolete. As an example, our company pur- 
chased a machine 20 years ago which at the time was 25 years old. 
The purchase price of the machine, which happened to be a jig borer, 
was approximately $900 20 years ago. This machine was sold by us, 
about 2 years ago. This machine sold, after being 45 years old, for 
$5,000. The profit was taxed as capital gains. To replace this ma- 
chine, it cost us $25,000—to get an up-to-date machine that did exactly 
what the original one did. Why should we depreciate a machine 
$900, then pay more capital gain tax than we paid for the machine, 
and then have to replace it for $25,000, or 25 times its original cost 
to us? This type of thing is common with machinery and is based 
on the natural dollar increase or inflation that has been going on 
since time began. There should be a method of depreciation where 
a machine can be depreciated on a true value or replacement value, a 
value that is not completely and altogether obsolete. This, of course, 
would give the companies a basis for replacing old wornout equip- 
ment, and allow them to maintain the equipment that they presently 
have. 

The next item that I want to discuss is “Graduated corporate tax 
rates.” Graduated corporate tax rates would probably make a farce 
of taxation, I think, just as it has in personal tax rates and would 
only tend to have all companies do nothing but connive, and scheme, 
and try to look for loopholes to try to beat the Government out of the 
tax money, which of course takes a considerable amount of time and 
energy that could be used for productive purposes. 

Senator Proxmire. Did you have anything especially in mind there 
when you said they would use this as a tax dodge? After all, we have 
a graduated personal income tax. 

Mr. Perers. That is right, we do have, and every day in the mail 
you get nothing but all sorts of different ways to scheme and figure 
out something that you can save some tax money on. You get pam- 
phlets, and you get everything else, all those types of things, and you 
can also spend considerable amount of time trying to set somethin 
up correctly that will cost you the least amount in taxes. I think it 
could be much simpler, could be made much simpler. 

Senator Proxmire. My point is that there is obviously a feeling on 
the part of many people, perhaps the majority in the country, that we 
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should have a graduated personal income tax, because of the tax 
equity involved, the fact that a dollar isn’t quite as valuable to a man 
who has a very high income as it is to a man who has a very low 
income and absolutely has to have every penny he earns in order to 
keep his family alive. To the same extent this same kind of feeling 
is applicable to the very small corporation for some of the reasons 
given to us today—small corporations have a much more difficult time 
to survive and expand, for some of the reasons you have been giving 
us, than big corporations have and therefore if we do have a graduate 
corporate tax rate system, some of the difference would be resolved 1n 
the tax structure, and it would be possible for small business to sur- 
vive and compete, where it might not be in the future. 

Mr. Perers. The only thing is that I don’t believe that is the only 
way it can be done. I think it could be done in a much easier and 
simpler way. 

Senator Proxmire. Fine. You go ahead then. . 

Mr. Perers. Naturally the bigger corporations will pay more on 
a standard percentage basis. Say it was 30 percent all the way across 
the board. The large corporations are going to be paying more than 
the small corporations simply because their profits are higher. Small 
corporations, I believe, could be helped along a little more in other 
ways rather than just saving the small amount of their profits that 
it would mean. 

Senator Proxmire. I don’t want to detain you too long, but I want 
to make sure I understand exactly what you are saying. Do you 
mean the present degree of gradual taxation we have in our corporate 
income-tax structure, where the first $25,000 is taxed less, that is at 
lower rates, and we have a surtax so subsequent income is taxed at a 
higher rate, should be abolished? That is, that all corporate income, 
whether earning $3,000 or $3 million, should be taxed precisely at 
same rate? Is that your argument ? 

Mr. Perers. That is right. 

Senator Proxmire. All right. 

Mr. Perers. Where was I? 

Senator Proxmire. You were right at item 3, “Secondly, graduated 
corporate tax rates are highly discriminatory.” 

Mr. Perers. Secondly, graduated corporate tax rates are highly 
discriminatory. If, like personal income tax, the graduated rates 
should go to 91 percent, how on earth would a corporation ever be 
able to expand, improve methods, improve equipment, and create 
new jobs for people? Graduated corporate tax rates could be com- 
pared with the crummy system of personal taxation we now have. 

As an example, I once wanted to borrow $10,000 for the company, 
in order to purchase a new machine. I called a man in, who happens 
to be a financier and is in the very high tax bracket—which, inci- 
dentally, due to inflation, we are all approaching. I asked to borrow 
$10,000 from him. He asked me what interest rate I would be willin 
to pay. I told him 6 percent. I was very surprised when he tol 
me that he could not possibly afford to lend money on a 6-percent 
basis, because after paying his taxes, he would only have 1 percent 
left, which is a very poor return on anyone’s money. He told me 
he would be better off buying municipal securities which are tax free, 
than to lend money on that basis. Does this seem right to you? Does 
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it seem right that a person cannot even make money on money he 
lends, due to taxation? In order for this man to make at least a 3- 
to 5-percent return on his money, he would have to lend it at an inter- 
est rate of 15 to 20 percent. If a corporation should have to make 
these extremely high rates of profit in order that they can make 
enough money to continue operating, it surely would tend to increase 
inflation and do everything contrary to the American way. 

Senator Proxmire. May I interrupt to say that as far as I know 
no one has proposed a graduation or increase in the top rate of the 
corporation income tax beyond 55 percent which was, I believe, one 
suggestion by the committee, and virtually everybody agrees that it 
should be 52 percent or less, and I take it you concur in that broad 
sentiment. 

Mr. Perers. Yes,I do. I think it should be less. 

I am going on to that in here. 

The next point I want to discuss is “Permit deduction for addi- 
tional investment during the taxable year.” This would be very, 
very good, I believe, because it would give corporations an incentive 
for adding new equipment, and improve methods, and thereby create 
more jobs and also reduce costs of products so that people could 
purchase products at less costs for less hours worked, let us say, and 
that of course is the basis for the high standard of living that we 
have in this country today. 

I want to clarify one point. If that were to go into effect, deduc- 
tion of additional capital during the year, if a man could deduct a 
machine when he bought it from income tax, it would also mean that 
he wouldn’t have to depreciate it any more; he would merely deduct 
all the maintenance costs for the life of that machine. You could 

ractically eliminate depreciation if a man could deduct it in the 
bagi. and it, of course, would give everybody very much better 
position to expand a corporation. 

I would also like to speak on “Increased exemption of corporate in- 
come, subject to surtax.” JI believe many large corporations hold a 
monopoly on their particular product. As an example, the steel 
companies, when they wish to increase the price of steel, and there 
are only a few of them, they can all get together and say, “Look, 
let’s life the price of steel so much this year.” ‘They all say, “O. K.,” 
and anybody that uses steel then has to pay that increase. In a 
business such as ours, a medium- to small-size business, we of course, 
are in competition with hundreds of thousands of other businesses, 
the same size as ours. We cannot all band together and say, “Let’s 
increase the price that we are going to charge on each machine in 
the shop.” It would be humanly impossible to do this. Besides, we 
are all competing with one another, more so than in large companies. 
We, therefore, would not possibly be able to do anything like that. 
Large companies, I believe, therefore do have a kind of monopoly. 
Monopoly, of course, is against the public policy. These monopolies 
would be able to be equalized more if the exemption of corporate in- 
come, subject to surtax, was increased to a point where it would merely 
affect the people who would make as much money as they wish any- 
way. But, who would be paying this surtax? The people who buy 
the products of these large companies which is everyone. Why not 
instead eliminate surtax altogether, and put corporate tax at a reason- 
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able rate of 30 percent’ This percentage on all corporations would 
put every company on a fair and equitable competitive basis. 

The next item is “To reduce corporate normal tax.” Corporate 
normal tax today is 30 percent, and 30 percent, I don’t believe, is an 
extremely high percentage to pay for the welfare of our country, 
but when you get to 52 percent, or as in the case of graduated income 
tax rates, 91 percent, it becomes ridiculous. I don’t think corporate 
tax rates would have to be reduced at all, because 30 percent isn’t, 
in my opinion, extremely high. If any reduction were to take place 
at all, it should be reduced to 9 percent. Corporations are very 
culiar, where any persons taking any money out of a corporation has 
to pay taxes on that amount of money, moneys in the corporation are 
used for the betterment of the corporation. They, of course, increase 
the stockholder’s value of stock, but personal taxes can be changed so 
that the taxes would then be applied when the stock is sold or when it is 
transferred. No person would really tend to gain, out of a zero cor- 
porate tax rate, if it were set up correctly, yet the Government would 
still collect taxes on a great, high percentage of what they are now. 
It would also greatly reduce the Government’s cost of audits of cor- 
porations’ books. This way of taxation would also eliminate the 
highly unfair method in the tax law today known as double taxation. 

Many of the things I have said today, you probably will consider 
farfetched, but remember when you consider them, that it is just 
as good for the Government to collect 25 percent of $2 as it is to col- 
lect 50 percent of $1. It is better for the people, if the Government 
would collect 25 percent of $2. In arriving at these conclusions, I have 
given consideration to both the Government’s need for revenue, as 
well as the tax relief needed by all corporations. 

Thank you. 

Senator Proxmire. Thank you very much, Mr. Peters. I think 
you certainly have some extremely interesting suggestions here. You 
consider your business a small business? May I ask what are the 
gross sales / 

Mr. Perers. About a half million a year. 

Senator Proxmire. Well, I certainly think that qualifies. It is 
remarkable that your recommendation as far as the corporate income 
is concerned would be at least of immediate benefit, short-term bene- 
fit, to big busimess, and very little benefit to the firms that make less 
than $25,000 a year. So that is quite selfless and remarkable state- 
ment from a small-business man. 

Any questions ¢ 

Mr. Messick. No questions. 

Senator Proxmire. Thank you very much, Mr. Peters. 

Is Mr. Soderquist here / 

Mr. Soperauist. Yes. 

Senator Proxmire. Again correct me if I am in error in identifying 
you, Mr. Soderquist. Mr. J. H. Soderquist of the Soderquist Engi- 
neering Service, Beloit. 
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STATEMENT OF J. H. SODERQUIST, SODERQUIST ENGINEERING 
SERVICE, BELOIT, WIS. 


Mr. Soperquist. Correct. 

Well, with the time allotted I presume it would be better to get 
right down to business and repeat things you have already heard, 1 
suppose. First is depreciation. 

t is my belief an adjustment should be made in the method of de- 
preciation to enable the small-business man to recover moneys in- 
vested in property over a shorter period of years in order that this 
money may be used for operating capital. In our own case, we built 
our first building in 1948, expanded in 1954—no depreciation was 
taken on the original building; it was decided to then take 5 percent 
as the building is so constructed for the convenience of our own busi- 
ness that it will not readily lend itself to conversion for other use. 
The Wisconsin Department of Taxation chose to disagree with us and 
set the depreciation rate at 3 percent. Taking into consideration 
that no depreciation was allowed on the original ‘building constructed 
in 1948 and the new building built in 1954, we would arrive at ap- 
proximately 3 years without depreciation and this added to the 33 
years allowed to depreciate the property at 3 percent would total 36 
years to regain our investment through depreciation. At my present 
age of 54, I am inclined to feel I will not live long enough to re- 
cover my investment. A further injustice remains in the fact that in 
the event of my death, it will be necessary for my heirs to pay in- 
heritance tax on something that taxes have already been paid on. 

The second is on accounts receivable. ‘The following is used as an 
example as to my thoughts on why accounts rec eivable should be 
taken into consideration in arriving at a method of giving tax relief 
to the small-business man. In 1956 we showed a taxable i income of 
$69,243.13 on which our combined Federal and State tax was $35,- 
715.27; in addition to the taxes paid, there was $24,118.95 tied up in 
accounts receivable not over 60 days old leaving a net profit of $9,- 
408.91 actual cash on hand for the year 1956. 

Senator Proxmmer. You mean there was an increase in your ac- 
counts receivable of $24,000 over the preceding year ? 

Mr. Soperqutist. No. 

Senator Proxmire. Didn’t the liquidation of your accounts re- 
ceivable from the normal liquidation account for that and provide 
you with more cash ? 

Mr. Soperqutst. The $24,000 is what I had to pay taxes on and had 
not received. They were sales that had not been paid for. They were 
invoiced, and we had not received the money. 

Senator Proxmire. My point is, isn’t this a constant experience? 

Mr. Soperauist. Yes. 

Senator Proxmire. So that it washes out over a period of years. 

Mr. Soperquist. Well, you can look at it that way. 

In addition to the foregoing, there were the following expenses of 
$7,406.21 for necessary improvements to building and equipment in 
order to stay in business; $900 for the purchase of necessary addi- 
tional parking space, and approximately $1,980 paid off on the mort- 
gage, or a grand total of $10,286.21. 
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It is true, of course, if it had not been. for the accounts receivable 
for the year 1955, we would not have been able to remain in business. 
During the first 10 months of 1957, we show a loss of $13,508.52 with- 
out taking into consideration any depreciation. 

Under the present tax setup, it is my belief there is a time limitation 
of 5 years in which you are permitted to recover your loss, but on the 
other hand, if taxes were based on cash received rather than sales, taxes 
due on accounts receivable would become income for 1957 and at least 
partially offset, if not entirely, the deficit for 1957. 

Senator Proxmire. It is your understanding, I take it, that you can- 
not operate on a cash basis instead of 

Mr. Soperquist. You can operate on a cash basis, but I don’t know if 
they permit you to do it in all business, do they ¢ 

Senator Proxmire. Simply asking what your understanding is. 

Mr. Soperquist. I know there is a cash basis for filing, but we were 
criticized for it at one time. 

Senator Proxmire. Your suggestion is that that provision be ex- 
panded so you be permitted to operate on a cash basis. 

Mr. Soperquisr. That is one thought; yes. 

Senator Proxmire. I think that is an excellent thought. 

Mr. Soperquisr. Under the present law you are permitted to deduct 
loss the following year and it would only be just to the small-business 
man that he be permitted to bill the State and Federal Governments 
at the usual tax rate and in turn be reimbursed. Compare this line of 
thinking with the fact that if an employee has been laid off he may 
collect unemployment compensation which has been paid by the em- 
ployer by contributions to the unemployment fund. It would, there- 
fore, seem reasonable that the same consideration be given the employer 
if he is to remain in business. 

Tosummarize the possibilities of tax relief to the small-business man, 
it is my personal belief that no relief will be forthcoming in the reduc- 
tion of the tax rate and will have to come from another source. I be- 
lieve this reduction can come through depreciation adjustments, taxes 
paid on a cash-receipts basis, and a revision of the law permitting the 
small-business man to bill for a return of taxes on the amount lost in 
any given year, using the same basis of figuring a return as is used for 
figuring t: ixes due. 

[ have a little additional that I added this morning; and, if you don’t 
object, I would like to include it. 

Senator Proxmire. You go right ahead. 

Mr. Soperqutst. In closing, I might mention our present method of 
taxation seems to be a common sore spot among us all; and, therefore, 
it could seem a probable solution would be to rewrite tax laws in their 
entirety. I am not a tax expert; and, if I say thinks with which you do 
not agree, please bear with me. Asan example, take the social-security 
law. If you are gainfully employed and received income in excess 

of $100 a month, you are eligible to receive compensation. This would 
not hold true if you had inv vested your money. Under the Unemploy- 
ment Compensation Act an employee can quit his job, vacation in 
Florida for the winter while collecting unemployment insurance. 
Foundations, unions, and nonprofit organizations do not have to con- 
cern themselves with inheritance or income taxes. It is safe to say 
there are many other methods of taxation that are unjust. If these 
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laws cannot be corrected, what is to prevent the organization of the 
Wisconsin Small Businessman’s s Foundation, turning over our assets 
to them and paying taxes on the salary received! I would have been 


very happy to settle for a salary in the amount of the State and Fed- 
eral taxes paid in the year of 1956. 


I would. Iamserious when I say it. 
Senator Proxmire. I want to thank you very much, Mr. Soder- 


quist, for your testimony. I am sure it will be very useful to the 
committee. 


Do you have any questions ? 

Mr. Messick. No; no questions, Mr. Chairman. 

Mr. Soperquist. Thank you for your time. 

Senator Proxmire. Weare very happy to have you. 

Is Mr. Herman Rakow here? Mr. Rakow is with the Wausau 
Implement Co., of Wausau, Wis. 


STATEMENT OF HERMAN RAKOW, OWNER-OPERATOR, WAUSAU 
IMPLEMENT C0., WAUSAU, WIS. 


Mr. Raxow. I operate my own business. I operate my own farm 
equipment business, and the past year I was president of the Farm 
Implement Dealers Association. “I am testifying as an individual 
operator. First of all, I would just like to reiterate the comments 
that Senator Proxmire and Senator Thye made this morning. Briefly 
they gave the kind of testimony that I was prepared to give ‘today, and 
I have prepared a brief statement which I would like to read at this 
time. 

Honorable members of the committee: Anyone that has operated 
a business knows that profits in a business run in cycles. 

In connection with this, before I continue, I would like to comment 
on Professor Groves’ remarks in that 1 feel that this tax relief that 
I am talking about in corporations should be worked out to apply 
also to the unincorporated businesses because many, many of our 
businesses, implement businesses, are not incorporated. The biggest 
percentage are not, and a good share of those operate, of course, on 
a cash basis rather than the accrual basis, and 1 would say that "the 
tax relief, if any is forthcoming, should apply to the unincorporated 
business. 

If our tax laws were such that a little more of this profit could be 
retained in our business during the good years, there would not be 
anywhere near the failures when we hit 1 or 2 of the poor years. 

I believe that the best interest of big business itself can best be 
served if some adjustment in the tax rates can be made. Big business 
may run into some sales problems they hadn’t dreamed of “when the 
small-business man is gone. Let’s not annihilate him. 

The argument used against lowering the rate in the lower brackets 
and raising the rate in the higher brackets is unfair. It does not 
stand up, as the ability to pay has been the ac ‘epted policy ever since 
the income tax has been in existence. 

I believe that it can be excessive, but most of the testimony given 
here feels that 55 percent should probably be the highest br acket. in 
corporate taxes and probably a low of 20 percent. 

nflation has made it necessary to double the capital required to 
stock the same inventory as 10 or 15 years ago. 


TAX PROBLEMS OF SMALL BUSINESS 1473 


According to Dun & Bradstreet reports, research on 252 Wisconsin 
implement dealers, who have business longevity sufficient to make 
analysis, reveals a startling situation for smal! business. In 1954 
these 252 dealers had an estimated net worth of $16,070,000. The 
net worth of these same 252 retailers has declined to $15,850,000. 

Senator Proxmrre. I want to make sure I get the dates correct. Is 
that 1934 ¢ 

Mr. Raxow. 1954. 

Senator Proxmme. That was $16 million ? 

Mr. Rakow. Sixteen million. 

Senator Proxmire. In 1957 it is down to—— 

Mr. Raxow. Down from $16,070,000 to $15,850,000 in 19——— 

Senator Proxmire. These are all Wisconsin implement dealers. 

Mr. Raxow. Right. Those are the same group of dealers who had 
a longevity long enough to warrant a comparison. In other words, 
we have some of the short-term operators, but these fellows have been 
in business long enough so the record would be worthwhile consid- 
ering. 

This in spite of the continued inflation during that period of time. 

Since 1954 there have been 105 forced liquidations i in the implement 
business in Wisconsin. These do not constitute formal bankruptcies— 
I think that is where we can get the wrong type of information many 
times. The small-business man in many cases does not declare formal 
bankruptcy, but he has dissipated his assets and he disappears; his 

capital is gone. 

Senator Proxame. I don’t want to interrupt, except that you say 
105 out of how many implement dealers—— 

Mr. Raxow. In Wisconsin ? 

Senator Proxmtre. Yes. 

Mr. Raxow. Well, roughly between 1,000 and 1,200. 

Senator Proxmire. There were 105 forced liquidations during what 
period ? 

Mr. Rakow. Since 1954. 

Senator Proxmire. Three years. 

Mr. Raxow. These do not constitute formal bankruptcies, but they 
are firms that have been, in the opinion of their immediate compett- 
tors, forced out of business from economic pressure. ‘There have also 
been an additional 230 firms who have abandoned their franchises in 
the retail implement business because of lack of future and present 
profits. 

Any relief that your honorable body can give this group of Ameri- 
ean citizens known as small business, and we collectively provide many 
jobs, I believe will strengthen our Nation. 

I would like to thank your honorable committee for giving us an 
opportunity to appear, and again I reiterate the remarks made by you 
and Senator Thye when you “opened the meeting. I told the boys, I 

said, “Well, they are talking about the same thing we are asking for.” 
Thank you very much. 

Senator Proxmire. Thank you, Mr. Rakow. I might say, having 
been in the implement business myself and having retired from it 
about 1953, which seems to be about the right time, I deeply appreciate 
your testimony, and I recognize that the problems are mighty serious 
in that particular business especially, and I think it is a grand thing 
that you have come before us today to state them so clearly. 
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Mr. Raxow. We don’t attempt to tell you how to write this legisla- 
tion because you have so clearly stated what the problems were, and 
we know that you are aware of them. 

Senator Proxmire. Thank you very much. 

Is Prof. Arthur Becker present? Professor Becker, we are de- 
lighted to have you here. This is Professor Becker, of the University 
of Wisconsin, and if there is any further identification, Professor 
Becker, you will elucidate. 


STATEMENT BY ARTHUR P. BECKER, PROFESSOR, UNIVERSITY OF 
WISCONSIN, MADISON, WIS.” 


Mr. Becker. I have a prepared statement which I could read for 
the benefit of those who don’t have it, and, of course, there are other 
things that I would be happy to answer questions on, and if I have 
anything to contribute, I would be glad to. 

This memorandum that I prepared here was in reply to the one 
that I received for witnesses, and it stimulated much of what I have 
to say, although I didn’t quite follow the same procedure. 

The present tax system discriminates against small business. Of 
this there seems to be little doubt. The tax system has been modified, 
often with the aim of helping small business, and rarely, if ever, with 
the aim of aiding large business. Yet, the net effect has been to harm 
small business more than big business. This can be easily illustrated 
by considering what is perhaps the greatest problem facing small and 
new business today, namely, the difficulty of attracting venture capital 
for modernization and growth. This equity capital must come from 
the savings of the owners of businesses, their relatives and friends. 
Thus, steeply progressive individual and corporate income tax rates, 
as well as the double taxation of dividends, cuts deeply into both the 
ability and incentive to supply venture capital. To relieve these 
sources of capital will help small business more than it will help big 
business. 

In view of the above it is clear that tax relief is very necessary and 
now especially when we consider the delicate balance our economy 
finds itself in today. Modification in the tax system should, if possi- 
ble, consider the stimulation of both production and consumption. 
The following measures would, I believe, stimulate both, and be of 
greatest benefit to small, new, and growing business. In view of the 
present international situation and the undesirability of any Federal 
revenue loss it might be well to consider first of all measures which 
would add to Federal revenues and secondly measures which would 
be feasible when total Federal revenues could be reduced : 

1. Eliminate the tax-exempt status of State and local government 
securities. This would eliminate a very profitable haven of the high- 
est incomes and bring potential venture capital out of hiding and into 
equity investment which would be of benefit to business in general and 
smal] and growing business in particular. States with income taxes 
would very likely follow by eliminating the tax-exempt status of Fed- 
eral securities. This would further bring venture capital out into the 
open and into growing business. While increased interest payments 
by the Federal and State Governments would be necessary, it would be 
offset by increased revenues. 










1 For revised statement, see p. 1480. 


or 
er 
ve 


ne 
ve 











TAX PROBLEMS OF SMALL BUSINESS 1475 


Senator Proxmire. Do I understand you to suggest that we elimi- 
nate the tax exem »tion from future issues ? 

Mr. Becker. That is right, yes. That is the only feasible way to 
do it, of course; yes, sir. 

Senator Proxare. All right. 

Mr. Becker. 2. Extend the withholding of individual income tax 
at the source for all incor porated businesses to dividends, interest, and 
rents paid out. These three sources of income constitute major loop- 
holes in the individual income tax today, resulting not only in inequi- 
ties but also a tremendous revenue loss to the Federal Government and 
States which have income taxes. The increase in revenues by this 
action should be coupled insofar as possible by a decrease in the cor- 
poration income tax on dividends. 

3. Eliminate the standard deduction and increase personal exemp- 
tions by $100. 

Senator Proxmire. May I go back to just one sentence ? 

Mr. Becker. Surely. 

Senator Proxmire. You say “The increase in revenues by this action 
should be coupled insofar as possible by a decrease in the corporation 
income tax on dividends.” Are you suggesting that they be taxed at 
a different rate or that we increase the present $50 exemption ¢ 

Mr. Becxer. I have a specific solution a little bit later on. 

Senator Proxmire. I beg your pardon. I want to be sure I didn’t 
let that 

Mr. Becker. That is a very important point, and I was certain to 
el: te ate on that. 

Eliminate the standard deduction and increase personal exemp- 
iis by $100. Those two proposals would have to be taken in one 
package so that no great loss in Federal revenue would arise. Not 
only would equity be served for small business but for taxpayers in 
general by eliminating the taking of the standard deduction where 
no legitimate deductions exist if itemization were required. More- 
over , the higher personal exemption would also give greatest relief 
where it is most needed. Personal exemption has a far higher pri- 
ority in equity than a standard deduction, particularly w hen itemized 
deductions are permitted. 

4. Eliminate excessive deductions for business expenses. When 
indulged in by the most profitable enterprises it gives them an unfair 
advantage over smaller and less profitable business. Tightening up 
on this practice entails more than simply itemizing all expenses. It 
should eliminate expenses which are obviously for consumption rather 
than production. This should close a major loophole and increase 
revenues as well as equity. 

I didn’t want to elaborate that point very much because that has 
made the newspapers and magazines for several years. 

Senator Proxmire. There has been a suggestion that the Federal 
Government should allow no deduction whatsoever for entertainment 
expense. 

Mr. Brecker. Yes. That would be excellent, excellent. 

Senator Proxmirr. Cut that out entirely. 

Mr. Becker. That is one of my points here when I meant that an 
expense is obviously for consumption. Entertainment would be a 
consumption expense rather than production expense. We could go 
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far beyond entertainment elimination, but that certainly is one thing 
that I would agree with. 

. Eliminate the use of trusts for the evasion of the Federal estate 
tax. This practice brings forth a gross inequity in favor of the more 
wealthy who engage in it and also reduces the amount of equity and 
venture capital which would be available to business, 

I didn’t elaborate on that, but the point there is that trusts normally 
invest their funds in nonequity securities. If you eliminated the 
trusts in large measure, then the funds that would be inherited by 
people or received by people would very likely, at least in large 
measure, go into equity securities, 

Other measures helpful to business, and small business in par- 
ticular, would have to wait a more suitable time when total revenues 
of the Federal Government could be reduced. They should— 

1. Reduce the tax rates on individual incomes in the middle and 
highest brackets. It is the marginal, that is, the last or highest, 
income of individuals that constitutes the greatest source of ven- 
ture capital. The almost confiscatory rates force the surviving 
income in these brackets into relatively riskless investments, such 
as tax-exempt securities and debt securities. 

I realize that it would probably be most unfeasible to do anything 
like that at the present time, but if ever the opportunity should arise 
and the Federal revenue needs are far less, we could possibly consider 
cutting down these highest rates. 

2. Eliminate double taxation of dividends. 

I would like to insert, We may start by exempting the first $25,000 
of dividends paid from the corporation income tax. That, I think, 
perhaps answers the question you were raising before. 

Senator Proxmire. You would exempt the first 

Mr. Becker. First $25,000 of dividends paid. In other words—— 

Senator Proxmire. In other words, the exemption would be on the 
corporation, not on the recipient. 

Mr. Becker. That’s right. Rather than subject the corporation to 
the normal tax, it wouldn't nave to pay any corporation tax at all on 
the first $25,000 if it pera out the $25,000 in dividends, and if it did 
not pay out the first $25,000 in dividends, we could apply the normal 
tax, if we wanted to. 

Senator Proxmire. I see. Don’t you feel that throughout our sys- 
tem we have double, triple, quadruple taxation in all kinds of w ays; 
that is, the same loaf of bread will be taxed over and over again, so 
if you single out dividend recipients who by and large are the most 
articulate and the most influential people in our economy and save 
them from a form of double taxation, isn’t this discriminatory in 
their favor and against the rest of the people, most of whom don’t 
own stock and don’t receive dividends / 

Mr. Becker. Well, a corporation actually, from the economic point 
of view, at least with respect to earnings, is not a separate person. 
This is an illusion that a lot of people have thought exists. It really 
is an association of stockholders, at least as far as earnings are con- 
cerned. 

Senator Proxmire. Isn't it association of all kinds of things, as- 
sociation of stockholders, association of employees, association of cus- 
tomers, so that the incidence here is dispersed and not precisely clear? 
Mr. Becker. That is true. 
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Senator Proxmire. You are giving the benefit to the stockholders 
rather than the other parties to the corporation; isn’t that correct? 

Mr. Becker. They all share. It depends upon the amount of the 
profits that they make. I think we have to point this out, that a cer- 
tain basic return is necessary to the corporation stockholders. 

Senator Proxmire. I agree. 

Mr. Becker. What we call in economics here, necessary profits. 
You can’t cheat on them. If you don’t make them, the corporation 
will either go out of business or will have to raise prices and be passed 
on to the consumer. But my thought here is that if at the same time 
that we eliminate the taxation, let’s say of the first $25,000 of dividends 
from the corporate income tax, we would, at the same time, apply 
withholding tax on dividends—not only dividends, but interest and 
rents paid out. 

Senator Proxmire. I see. 

Mr. Becker. So that in a sense would take care of that, and I don’t 
think that would be inequitable. At least from my knowledge of the 
literature in this field, most economists and tax experts who have gone 
into it do feel there is double taxation here. 

Senator Proxmire. All right, sir. You go ahead. 

Mr. Becker. But while it is unfeasible, of course, to eliminate 
double taxation on dividends throughout, I would suggest that par- 
ticular relief could be given to small business by eliminating the first 
$25,000 from the corporate income tax. 

Senator Proxmire. Fine. 

Mr. Becker. As referred to in “2” above this should be feasible if 
the individual tax is withheld at the source. The importance of this 
measure lies in a number of benefits: 

(a) An increased return on equity investment would arise by elim- 
inating the application of corporate income taxes to dividends. An 
increase in the flow of equity capital by investors would benefit the 
smaller corporations far more than it would the larger corporations 
inasmuch as the smaller corporations find it more difficult to borrow 
and rely most heavily upon equity capital for growth. 

(b) Debt financing of corporations would be mater ially reduced 
by ending its tax advantage over stock financing. This should im- 
prove the general finance ial condition of corporations and the health 
of the economy. 

I would like to emphasize the point that we do have double taxation 
of the dividends, regardless of the equity argument involved, and it 
has led to a very heavy debt structure in our corporation financing, 
that it is of very speci: al advantage to issue bonds rather than stock, 
and J think that is very undesirable. 

(c) It would increase the incentive of business managers to ex- 
pand marginal projects and employment opportunities, which would 
be a very significant point right now, I think. 

(¢@) It would reduce a heavy burden on the low-income stockholder. 

We must not assume that the person who receives the dividend is a 
wealthy person. He may be in the low-income brackets, and it seems 
a very roughshod way to try to tax according to the ability to pay 
by applying a very heavy general corporation “tax on dividends. 

3. Reduce the corporation surtax, and I would like to add on, and 
combine with the normal tax; reduce the corporation surtax and 
combine with the normal tax. This, of course, would have to be 
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thought of in conjunction with this previous point of exempting the 
first $25,000 of dividends. If that 1s done, then you wouldn’t have 
any special burden on this small corporation where you would combine 
it with a normal tax. 

The graduated corporation income tax is founded upon a false an- 
alogy with the individual income tax. 

(a) There is no valid correlation between the size of net corporation 
income and its profitability or the degree to which it dominates the 
market. The (rate of) profitability of a business must consider total 
investment as well as income, and of course that isn’t considered at all 
in our differentiation between the normal tax and the surtax. 

(6) The graduated corporate income tax causes grave injustices to 
businesses requiring large capital investments which would need a 
much higher corporation net income to give the stockholders the same 
rate of dividend as a business requiring a small capital investment. 
This is of increasing importance in an age of business technology 
which necessitates large capital investment for modern efficient pro- 
duction. 

(c) The graduated corporation income tax ignores the stockholder’s 
ability to pay. Moreover, stockholders with the same ability to pay 
would be burdened arbitrarily according to whether they hold stock 
in a low- or high-income corporation. 

(7) The graduated corporation income tax causes some splitting of 
business among affiliates in order to avoid the higher rates. 

(e) Thesurtax increases much corporate waste and loss in revenues. 

(f) The corporation surtax seems to interfere most with the forma- 
tion of venture capital. Moreover, the vast majority of corporations 
would benefit since they at present have to pay the surtax. 

Senator Proxmire. For the balance of the presentation, wouldn’t 
you agree there is some merit in the argument that the first $25,000 or 
perhaps more of corporation income is mighty important to compa- 
nies, much more important, perhaps, than additional net income is to 
larger companies, and that by permitting this lower tax rate you do 
permit small businesses to survive which might otherwise not be able 
to survive or grow at all? 

Mr. Becker. I would like to go a little further, by exempting that 
completely from the corporation income tax, if it is paid out in 
dividends. That is the point. 

Senator Proxmire. The point made by other witnesses is that it is 
essential small business be able to grow and reinvest and keep this 
money in the business and not pay it out in dividends. 

Mr. Becker. I think that is a legitimate thing. If the corporation 
decides to retain all of these funds, all of its earnings, to permit the 
normal tax on the first $25,000 would be legitimate. 

Senator Proxmire. So you would have a suggestion to exempt divi- 
dends payment or legitimate investment in business machinery and so 
forth. You see, we have had a suggestion, and I am sure the commit- 
tee is considering it very seriously, that investment in business machin- 
ery and so on be exempt, at least 

r. Becker. First $25,000. 

Senator Proxmire. I think the first ten, first twenty, first thirty, 

and different stages. 
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Mr. Becker. I hadn’t thought that through too well, but it 
certainly would be in line with the general argument here. I am in 
agreement that the first $25,000 here would be a key item, perhaps, to 
keep in mind, that is of importance to the small business. But I would 
like to see it develop i in the direction of drawing forth equity capital 
from people who do save, expanding the opportunity of people to get 
into equity securities, giving them the incentive to try to invest their 
money that way. I think it would help a great deal if we exempt the 
first $25,000, let us say, in dividends paid out. 

4. Permit estate taxes to be paid in installments over a period of 
years. 

* This I took from the memorandum sent to me, and I think it is a 
good idea. 

This proposal has several merits such as preserving efficient man- 
agement and possibly the business itself, the avoidance of a forced 
merger, and avoidance of the forced sale of a business at a bad moment 
of time which would cause a substantial loss. Five to ten years might 
be allowed to make payments if necessary in order to avoid liquidation 
or an unfavorable sale of the business. 

5. Permit taxpayers to apply accelerated depreciation methods for 
used property, although perhaps not to the same extent as is permitted 
for new property since the used property does not normally depreciate 
as rapidly. 

Senator Proxmire. I want to thank you very much, Professor 
Becker. This shows a great deal of careful thought and really ob- 
jective position and extremely interesting and stimulating kind of 
proposals. Incidentally, I w ould like to ask you one question which 
is kind of an overall question. We had the testimony of another dis- 
tinguished tax expert this morning, Professor Groves of the Univer- 
sity of Wisconsin, and he made some of the same suggestions that 
you made, as far as eliminating special considerations, and the kind 
of special interest exemptions and deductions we allow now. He 
proposed, to keep the whole thing simple and to provide the greatest 
and widest and broadest amount of equity, that we simply reduce the 
corporation income tax proportionately. He said that a Ser, re- 
sponsible estimate was that it would save as much as one-fifth, 20 per- 
cent, of present corporation income tax, which would permit a yd 
tion of the top rate to 43 percent and 24 percent on the bottom rate. 
Would you be inclined to favor that kind of proposal ? 

Mr. Becker. Absolutely. 

Senator Proxmire. You have been much more detailed in the kind 
of places where you would allocate these additional funds which 
you would raise by the remedies you suggest. Do you feel there is 
merit in both proposals, I take it? 

Mr. Becker. I think it is perfectly all right to reduce the surtax 
and normal tax of the corporation. I agree ‘that is a fine idea, but I 
think it would be more useful and stimulating here, at least to help 
small business, if we could start on the elimination of this double 
taxation of dividends, which is sincerely agreed upon by most econ- 
omists and tax experts, and if at the same time it could be coupled 
with this withholding, I think there wouldn’t be any objection. It 
seems to me a provision both Democrats and Republicans could get 
together on, the elimination of 








1480 TAX PROBLEMS OF SMALL BUSINESS 


Senator Proxmire. That is always an attractive proposal that 
both parties can get together on. Thank you very much. 

(A revised statement of Professor Becker was subsequently re- 
ceived and is incorporated in the record as follows :) 


REVISED STATEMENT BY PROF. ARTHUR P. BECKER 


The present tax system discriminates against small business. Of this there 
seems to be little doubt. The tax system has been modified, often with the aim 
of helping small business, and rarely, if ever, with the aim of aiding large 
business. Yet, the net effect has been to harm small business more than big 
business. This can be easily illustrated in considering what is perhaps the 
greatest problem facing small and new business today, namely, the difficulty of 
attracting venture capital for modernization and growth. This equity capital 
must come from the savings of the owners of businesses, their relatives and 
friends. Thus, steeply progressive individual and corporate income tax rates, 
as well as the double taxation of dividends, cuts deeply into both the ability 
and incentive to supply venture capital. To relieve these sources of capital will 
help small business more than it will help big business. 

In view of the above it is clear that tax relief is very necessary and now 
especially when we consider the delicate balance our economy finds itself in 
today. Modification in the tax system should, if possible, consider the stimu- 
lation of both production and consumption. The following measures would, I 
believe, stimulate both, and be of greatest benefit to small, new, and growing 
business. In view of the present international situation and the undesirability 
of any Federal revenue loss it might be well to consider first of all measures 
which would add to Federal revenues and secondly measures which would be 
feasible when total Federal revenues could be reduced. 

1. Eliminate the tax-exempt status of State and local government securities. 
This would eliminate a very profitable haven of the highest incomes and bring 
potential venture capital out of hiding and into equity investment which would 
be of benefit to business in general and small and growing business in particular. 
States with income taxes would very likely follow by eliminating the tax-exempt 
status of Federal securities. This would further bring venture capital out 
into the open and into growing business. While increased interest payments by 
Federal and State Governments would be necessary, they would be offset by 
increased revenues. 

2. Extend the withholding of individual income tax at the source for all incor- 
porated businesses to dividends, interest, and rents paid out. These three 
sources of income constitute major loopholes in the individual income tax 
today, resulting not only in inequities but also a tremendous revenue loss to the 
Federal Government and States which have income taxes. The increase in 
revenues by this action should be coupled insofar as possible by a decrease in the 
corporation income tax on dividends. The elimination of the double taxation 
of dividends may be started by exempting from the corporation income tax the 
first $25,000 in dividends paid during a given year. These measures would 
supersede the present dividend credit practice. 

3. Eliminate the standard deduction and increase personal exemptious vy 
$100. These 2 proposals would have to be taken in 1 package so that no great 
loss in Federal revenue would arise. Not only would equity be served for small 
business but for taxpayers in general by eliminating the taking of the standard 
deduction where no legitimate deductions exist if itemization were required. 
Moreover, the higher personal exemption would also give greatest relief where 
it is most needed. Personal exemption has a far higher priority in equity than 
a standard deduction, particularly when itemized deductions are permitted. 

4. Eliminate excessive deductions for business expenses. When indulged in 
by the most profitable enterprises it gives them an unfair advantage over smaller 
and less profitable businesses. Tightening up on this practice entails more 
than simply itemizing all expenses. It should eliminate expenses which are 
obviously for consumption rather than production, such as gifts, entertainment, 
food, drink, lodging, and transportation. This should close a major loophole 
and increase revenues as well as equity. 

5. Eliminate the depletion allowance which has no justification in terms of 
cost. Revenue from this measure would permit substantial tax relief for cor- 
porations and individual taxpayers. 
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6. Include gifts above $1,000 per year as taxable income. This would close 
a major loophole in the estate tax, provide greater fairness among taxpayers and 
increase Federal revenues to help reduce individual and corporate income tax 
rates. 

7. Eliminate the use of trusts for the evasion of the Federal estate tax. This 
practice brings forth a gross inequity in favor of the more wealthy who engage 
in it and also reduces the amount of equity and venture capital which would be 
available to business, because trust funds are infrequently invested in equity 
capital, and almost never as venture capital in small business. 

8. Eliminate the Federal estate tax credit to the States. The primary pur- 
pose would be to encourage States to withdraw from the taxation of estates 
because it has led to multiple taxation, confusion of jurisdictions, uncertainty, 
and considerable variation among States in rates, all of which has resulted in 
hardship to business estates and heirs, as well as many States. To encourage 
States to withdraw from the death tax field and to prevent their loss of revenues, 
provision should be made to refund from 10 to 20 percent of the estate taxes 
collected in each State provided that that State has no death taxes of its own. 

Other measures helpful to business, and small business in particular, would 
have to await a more suitable time when total revenues of the Federal Government 
could be reduced. They should: 

% Eliminate the double taxation of dividends. There is almost complete 
agreement among tax economists that double taxation of dividends does exist 
in a very special way that does not exist for other types of income such as 
wages, interest, and rents. Wages, interest, and rents paid out are all deduct- 
ible from corporate income before the corporate income tax is applied. They 
are thus subject only to the individual income tax. Dividends, however, are 
not at present deductible before the corporate income tax is applied. They are 
included in the taxable net income against which the corporate income tax is 
levied. Then they are subject once more to the individual income tax on the 
receivers of the dividends. There is no mistake that in the flow of income 
between the corporation and recipients of corporate payments, wages, interest, 
and rents are subject to the individual income tax alone, whereas dividends 
are subject not only to the individual income tax but also to the corporate in- 
come tax. The importance of the elimination of the double taxation of divi- 
dends lies in the following benefits : 

(a) An increased return on equity investment would arise by eliminating the 
application of corporate income taxes to dividends. An increase in the flow of 
equity capital by investors would benefit the smaller corporations far more than 
it would the larger corporations inasmuch as the smaller corporations find it 
more difficult to borrow and rely most heavily upon equity capital for growth. 
Moreover these dividend earnings themselves may be reinvested in the small 
corporation to supply much needed capital. 

(b) Debt financing of corporations would be materially reduced by ending 
its tax advantage over stock financing. The general financial condition of 
corporations and the health of the economy should improve by ending the 
present powerful tax incentive for corporations to go into debt as much as 
possible. 

(c) It would increase the incentive of business managers to expand mar- 
ginal projects and employment opportunities. 

(d@) It would reduce a heavy burden on the low-income stockholder. 

10. Combine the corporation surtax with the normal tax and reduce the 
combined rate to 50 percent. This rate would apply only on retained earnings 
of the corporation. The graduated corporation income tax is founded upon 
a false analogy with the individual income tax. 

(a) There is no valid correlation between the size of net corporation income 
and the profitability of a corporation or the degree to which it dominates the 
market. The (rate of) profitability of a business must consider total invest- 
ment as well as income. 

(b) The graduated corporate income tax causes grave injustices to businesses 
requiring large capital investments which would need a much higher corpora- 
tion net income to give the stockholders the same rate of dividend as a business 
requiring a small capital investment. This is of increasing importance in an 
age of business technology which necessitates large capital investment for mod- 
ern efficient production. 

(c) The graduated corporation income tax ignores the stockholder’s ability 
to pay. Stockholders with the same ability to pay would be burdened arbi- 
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trarily according to whether they hold stock in a low-income or high-income 
corporation. : 

(d@) The graduated corporation income tax causes some splitting of business 
among affiliates in order to avoid the higher rates. 

(e) Excessively high tax rates encourage much corporate waste and loss 
in revenues. 

(f) Excessively high tax rates discourage the investment of venture capital 
in corporations. 

11. Permit estate taxes to be paid in installments over a period of years. 
This proposal has several merits such as preserving efficient management -and 
possibly the business itself, the avoidance of a forced merger, and avoidance 
of the forced sale of a business at a bad moment of time which would cause 
a substantial loss. Five to ten years might be allowed in making payments, 
if necessary, in order to avoid liquidation or an unfavorable sale of the business. 

12. Permit taxpayers to apply accelerated depreciation methods for used 
property, although perhaps not to the same extent as is permitted for new 
property since the used property does not normally depreciate as rapidly. 

13. Reduce the tax rates on individual incomes in the middle and highest 
brackets. It is the marginal, i. e., the last of highest, income of individuals that 
constitutes the greatest source of venture capital. The almost confiscatory rates 
force the surviving income of these brackets into relatively riskless investments, 
such as tax exempt securities and debt securities. 

14. (Brought out later in the testimony) Authorize the Small Business Ad- 
ministration or some other Government agency to insure loans by banks to small 
business with a maturity from 6 months to 5 years. At present small business 
finds it almost impossible to get credit for intermediate periods of time. This 
measure will meet a critical need. 


Senator Proxmire. I am going to depart, if I may, for just a minute 
from the schedule to ask Mr. McCarthy to appear. Mr. McCarthy is 
a referee in bankruptcy from Milwaukee County and is a man who 
obviously has had great solid, direct, immediate experience in the 
most desperate problems of small business. We are very happy to 
have him here to give us the facts on this problem. 


STATEMENT OF JAMES E. McCARTY, REFEREE IN BANKRUPTCY, 
MILWAUKEE, WIS. 


Mr. McCarry. Well, Senator, I am the referee in bankruptcy for 
what amounts to the southern half of the eastern district of Wiscon- 
sin, including not only Milwaukee County, but Waukesha, Washing- 
ton, Ozaukee, Racine, Kenosha, and Walworth Counties. I have 
prepared in writing a report for this committee which I would like 
to submit. 

(The report referred to is as follows :) 


STATEMENT OF JAMES E. McCarty, REFEREE IN BANKRUPTCY 


Gentlemen, during the 12-month period ending September 30, 1957, a record 
number of bankruptcies (77,865) were filed in the Federal courts. The previous 
all-time high was about 70,000 cases in the court year of 1932. There has been a 
national increase of 25 percent in the filings for the final quarter of the court 
fiscal year 1957 (73,761), as compared with the court year 1956 (62,086). There 
has been an increase of 32 percent in the local filings for the final quarter of the 
fiscal year 1957 over the 1956 filings. 

The increase and the trend is easily discernible from the following figures 
showing the number of filings in the local office (Milwaukee, Waukesha, Wash- 
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ington, Ozaukee, Racine, Kenosha, and Walworth Counties) for the fiscal and 
calendar years as indicated : 





| Fiscal year Calendar 





year 
BOS 5 nt is 0d ieee esti celeb aenens beep ee hiaeinsies-sehoainieee | 393 440 
SM UC lecendedcbbedir-dtcah cesta abthiel pies idl dies weld 477 468 
SD aid. issondp soenesoapddlipspepetesisUbbdcereabinel andes auaasieelial 580 699 
BI acing pucuededecanssasersiaonsnnpatcusl tena nieadatpnaabegdlmerd ya bias 791 823 
RE racgucgetens nacoesavecct oont« scshhdgadntedecbeehhhe tenant 823 839 
tity: + thinkd-idk ih eiaeb iene beabetenen nak Seraeiecteaesandeieaianrer 933 11,021 





1 To Dec. 9, 1957. 


There has been an increase of 31 percent in the number of bankruptcy filings 
in my office for the period from July 1, 1957, to December 9, 1957 (1956, 351; 
1957, 508). This increase, if continued, will result in a record number of 
bankruptcy filings for the fiscal year ending June 30, 1958. 

Local bankruptcy offices do not maintain a breakdown of the kind or type of 
corporations or individuals filing bankruptcy petitions. The Administrative 
Office of United States Courts, however, does keep such a breakdown and pub- 
lishes comprehensive reports in regard thereto and it appears that about 82 
percent of the bankruptcy petitions are filed by individuals and the remaining 
or 18 percent by corporations. 

The small businesses filing bankruptcy petitions in this district are generally 
those performing services or in the retail business, such as restaurants, filling 
stations, taverns, auto sales agencies, hardware, retail merchants, and building 
contractors. 

Mr. McCarry. I understand that Congressman Reuss was here this 

= 
morning and gave some figures on the number of bankruptcies, and 
this may be a partial duplication, although in this report I have in- 
cluded the local situation. There has been an increase of 31 percent 
in the number of bankruptcies filings in my office for the period from 
July 1, 1957 to yesterday, Dec ember 9, 1957. 

Senator Proxame. Thirty-one percent increase since July 1 of this 
year. 

Mr. McCarry. That is correct; 1956 for the same period, there 
were 351 cases, and in 1957 to yesterday there were 508 cases filed. 
This, if continued, of course, will result in a record number of filings 
for the Government fiscal year ending June 30, 1958, even more than 
the record which was att: ained June 30, 1957. 

Senator Proxmire. How does this compare with the bankruptcies in 
the thirties ? 

Mr. McCarry. There were approximately 70,000 cases filed in the 
highest year, 1932; that is, the court year ending June 30, 1932. The 
last fiscal year, that is, the fiscal year ending June 30, 1957, there were 
73,761 cases filed. It is the first year that we shave 

Senator Proxamre. It is higher then than it has ever been; is that 
correct ? 

Mr. McCarty. We have exceeded the high point of the depression. 

Senator Proxmire. There have been more bankruptcies this year 
than in 1932; is that correct ? 

Mr. McCarty. That is correct, and it looks as though there will be 
more than there were in 1957 in the fiscal year of 1958. 

Senator Proxmire. Can I ask you, on the breakdown, how many of 
these bankruptcies, what proportion, are corporate and what propor- 
tion are individual proprietorships and partnerships, roughly ? 
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Mr. McCarry. The local bankruptcy offices do not keep a breakdown 
of that. The national average is: 82 percent are individuals, and 18 
percent are corporations. 

Senator Proxmire. That high ? 

Mr. McCarry. I suppose you could add another 2 or 3 percent for 
partnerships who filed and retained an individual status. 

Senator Proxmire. Is it your feeling that this is a general, national, 
statewide, at least, situation, or is it confined to this area? 

Mr. McCarry. This isa national situation. 

Senator Proxmire. Your contact with other people is that this is 
quite general. 

Mr. McCarry. Oh, yes. 

Senator Proxmire. Is it confined here lar gely to any kind of in- 
dustry or business, or is any kind of business or industry able to get 
along quite well and not suffering particularly / 

Mr. McCarry. Well, I don’t think the situation loc ally i is any differ- 
ent than it is in any other part of the country, as far as the wage 
earner is concerned. I mean in urban territories. Of course most 
of the territory that I serve as referee is urban in character, other than 
probably Walworth County, but Kenosha and Racine along the lake- 
shore are the big manufacturing centers. 

Senator Proxmire. You find the b: ankruptcies have increased in the 
small towns as well as in Milwaukee and the rest of the towns? 

Mr. McCarry. Increased proportionately: yes. They all seem to 
go along with the trend. 

Senator Proxaee. I see. 

Mr. McCarry. The number of bankruptcies in itself that are filed, 
I would say, depends greatly upon the laws of the individual States. 
The exemption laws have a lot to do with the number of filings. 

Senator Proxmme. Have there been any changes in our laws which 
would account for this increase ? 

Mr. McCarry. No. 

Senator Proxaure. Here in Wisconsin the increase is not the result 
of any legalchange. It isthe economic situation. 

Mr. McCarry. That is right. Usually the thing that precipitates 
the bankruptcy of a wage earner is the garnishments proceedings, the 
tieup or attachment of the salary. Some States do not allow the 
attachment of salaries. In Wisconsin we have a garnishment of 
salaries permissible even before judgment. 

Senator Proxmire. Let me ask one more question in trying to relate 
your testimony as much as I can to the business of this committee. Do 
you, on the basis of your experience, have any suggestion as to what 
change in the tax laws, per haps, might prevent this desperate destruc- 
tion of small business which is such a problem / 

Mr. McCarry. I am not a tax expert, Senator. 

Senator Proxmire. You haven’t found any common weakness which 
is attributable to our tax system. 

Mr. McCarry. Well, the only thing I can state is, I understand there 
is a bill in Congress, either introduced or about to be introduced, or 
some movement on foot to limit the Government in the collection of 
its taxes as to its priority status in bankruptcy to 1 year’s taxes. Pres- 
ently under 

Senator Proxmire. Do you have a recommendation on that? Do 
you feel that is 
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Mr. McCarry. Well, I would rather not. That is a matter that is 
entirely within the discretion of Congress, but it appears that in many 
of the bankruptcy cases where there are assets after the payment of 
the administration expenses and the wage claims, that bear a priority 
status, that is, wages earned within 3 months of the filing of the bank- 
ruptcy, the balance is taken over by the United States Government, 
and many times there is an accumulation of taxes over many, many 
years, where the general unsecured creditor has had no notice of the 
tax status of hiscustomer. There is no filing, of course, in those cases 
where there is a filing of tax liens, that is a little different. The sup- 
plier has notice, at least constructive notice, of the financial situation 
of his customer. That, I know, either has been introduced or is in 
the process. What will come out of it, 1 don’t know, whether it will 
be limited to 1 year, ¥ years, 3 years. In many cases there is no limita- 
tion. If there is fraud involved in the bankruptcy case, there is not 
even a 6-year limitation. 

Senator Proxmire. Can you tell us what proportion of the bank- 
ruptcies are in business roughly and what are wage earners and 
others / 

Mr. McCarry. I would say approximately 20 percent would be busi- 
ness, and 60 percent individuals and wage earners. Our petitions 
here have been generally those performing services and in the retail 
businesses. We have had quite a few taverns, restaurants, filling sta- 
tions, those engaged in the retail business, so-called higher goods, re- 
frigerators, television sets. We have very few manufactures, if that 
is what you are interested in. 

Senator Proxmire. Well, we are interested in all of them. We cer- 
tainly are. Thank you very much, Mr. McCarty. It is wonderful 
to get testimony from a man who is in a position to know and in a 
position of authority and responsibility, and we deeply appreciate it. 

The next witness is Mr. John Evans. Is Mr. Evans here? 

Again, correct me, Mr. Evans, if 1 don’t state your association cor- 
rectly. Itis Kenworth Manufacturing Co. 

Mr. Evans. That is right. 


STATEMENT OF JOHN EVANS, PRESIDENT, KENWORTH 
MANUFACTURING CO., WAUWATOSA, WIS. 


Senator Proxmire. Your position with Kenworth / 
Mr. Evans. I am president. 
Senator Proxmire. Kenworth is located in Milwaukee / 

Mr. Evans. Actually it is in the city of Wauwatosa. 

There are just two points that 1 would like to bring up. One is 
doing business with the Government. The other is a slight revision 
of taxes for small business. 

One is that we get a number of inquiries from the Government on 
opportunities to quote on Government work. We feel that there is 
too much paperwork. Maybe a lot of this is required. However, a 
small business doesn’t have the legal talent, the time, to go over all 
this fine. print to determine just what the specifications are and the 
various problems connected with the quote. Another is that the time 
required in order to get the quote out is so small that we just don’t 
find the time to get it out in 2 or 3 days after reading all this literature 
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that is presented covering the quote. Then, too, if we get the job and 


we make a profit, there is a certain limit that you can earn on a Gov- I 

ernment job. If you earn too much money, you have to refund some 

of it to the Government. That is all right because it limits the be 

amount of profit you can make. However, if you get a loss, nobody ak 

comes around and offers you an opportunity of recouping some of it 

your loss. al 
Some companies have even gone bankrupt because of this. We 

happen to have lost $17,000 in a particular Government contract that m 


we were trying to get. 

Then after you “do get the job, quite a few inspectors come around 
and try to tell you just how to run the job. If it is constructive, it is a 
all right, but a lot of them are comments which try to make the in- ar 
spector feel important and requiring you to do certain things that 














aren’t necessary. I could cite examples of it, but I don’t want ce 
Senator Proxmire. I prefer you concentrate as much as you can 
on the tax part of your testimony. We would appreciate that. pl 
Mr. Evans. In regards to the taxes our company tries to get new 1n 
products. It is a Jobbing business and it is very competitive, so we 3: 
are trying to build up a product. We have one that is very lucrative w 
and is coming in real nice, and if we had 3 or 4 of them, I wouldn’t $A 
be complaining—I am not complaining. a 
I think that the taxes in the lower bracket should be reversed from pl 
32 percent to 20 percent and then in the other, from $25,000 on up, it It 
should be increased to 32 percent. $2 
Senator Proxmire. Let me see if I understand what you are saying. Tr 
The first $25,000 should be taxed at the rate of 20 percent, is that pl 
correct ? m 
Mr. Evans. That is right. fir 
Senator Proxmire. After that gi 
Mr. Evans. Thirty-two. May I make a correction. I would like ot 
to have the total less than 52 percent. I don’t think the Government ta 
should get more than the person who is actually earning it. It is a Ww 
matter of principle. _m 
Senator Proxmire. After $25,000 it is taxed at 32 percent with a sp 
maximum for the total income of 50 percent, is that right? 
Mr. Evans. I would like to have the Government get 49 percent. ol 
Senator Proxmire. With a maximum for the total of 49 percent, m 
is that right? al 
Mr. Evans. It is just my feeling that the person who earns it should Sc 
get a little bit more than the Government. to 
Senator Proxmire. I understand the principle, yes. te 
Mr. Evans. It isa principle. to 
A number of times when we bid on jobs, we run into difficulties of de 
people buying jobs. It is true, we don’t buy a job. We may take a 
person out for lunch, something like that, but we don’t pay any amount 
in cash to get any job, and sometimes we find it a little difficult to to 
compete with people who do. ce 
Senator Proxmire. Do you have any instances that you would like as 
to goon record publicly of where you feel p 
Mr. Evans. If I looked into it, I could find some. A tax accountant 
of mine told me where ol 


Senator Proxmme. I mean of your direct knowledge. 
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Mr. Evans. I know it is being done, and I could name names, but 
I don’t want 

Senator Proxmire. It is a pretty serious thing. Wherever it is 
being done you would certainly perform a service by letting us know 
about it because this is something that is illegal, improper, wrong; 
it damages everybody in the economy and is unfair to all businessmen, 
and you are performing a real service if you let us know about it. 

Mr. Evans. I have as much or more interest in it than the Govern- 
ment has because it is my competition. 

Senator Proxmire. Let us know. 

Mr. Evans. I don’t have any facts right with me, and I would be 
a little hesitant to tell you because I would have to back them up 
and actually furnish proof, and it is a little difficult to do that. 

Senator Proxmire. If at any time you have any facts, they would 
certainly be welcomed by this committee, I am sure. 

Mr. Evans. If I find some, I will let you know. Here is a little 

roblem I figured up as far as a small company is concerned. Assum- 
ing this company, in a hypothetical case, makes $25,000 a year for 
3 years inarow. ‘That is a total of $75,000. He is taxed at 32 percent, 
which comes to a total of $24,000. That leaves him a net profit of 
$51,000. Now, there is another company that is earning the $25,000 
a year, but this company is spending $5,000 a year to develop new 
products and to get ahead. This is an expense and is tax deductible. 
It leaves him with a profit of $20,000, $5,000 being deducted from the 
$25,000 which he would have earned. He has spent $5,000 for 2 years. 
The third year he doesn’t spend anything because he has found a 
product that is producing quite a bit of profit. The third year he 
makes $40,000. In other words, the profit would be $20,000 for the 
first year, $20,000 for the second, and $40,000 for the third. That 
gives him a total profit of $80,000 for 3 years in comparison to the 
other company who did not product a new product of $75,000. The 
tax on the $80,000 is $28,600, leaving him a net of $51,400. In other 
words, he has gambled $10,000 to produce a new product. He has 


. made only $400 net profit over and above the company who did not 


spend or risk any capital for developing a product. 

Now this can apply not only to incidental products like ashtrays 
or cigarette lighters, but it could also involve a number of Govern- 
ment work where there is electronic equipment concerned with it, 
and actually help the Government. I think that there should be 
some way of compensating the person who is risking this capital 
to produce a product, because he has spent $10,000 on labor, on ma- 
terial, which the Government in turn taxes from the other suppliers, 
to develop this item, and if it is a flop, he loses it. If it is a profit, he 
doesn’t get much out of it. Do I make myself clear? 

Senator Proxmire. Yes, you do; yes, sir. 

Mr. Evans. My idea is that we spend, I would say, $2,500 a year 
to develop new products. Of that we find that maybe 10 to 15 per- 
cent turn out worth producing, so we lose 85 percent of the $2,500 
as an expense. On the other hand, if we should produce a good 
product, we don’t get that profit. 

That profit is taxed so high over the $25,000 that we don’t come 
out ahead. 
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Now, I was wondering whether the Government could deduct the 
amount that is spent on a product from future earnings on that 
re so until that amount has been covered. There would have to 

certain 

Mr. Messick. Capitalizing development cost, is that what you 
mean ¢ ’ 

Mr. Evans. We take the expense off when we spend it. That is 
fine. But then, as I tried to point out in the two cases, the man who 
does not spend money on a capital product, he comes out almost as 
good as the man who risks the $10,000. 

Senator Proxmire. As I understand it, the point he is making, you 
might even lose money some years. 

Mr. Evans. Oh, sure. 

Senator Proxmire. You might be in a position where you spent 
a lot of money to develop products, and you can’t subtract the cost 
of developing those products at the time very effectively. Later 
these products might produce very well and be taxed at a high 
rate. 

Mr. Evans. That is right, and on the other hand, as you say, you 
might lose it all in the attempt to produce a product that is making 
money. 

Say, for example, I want to develop a new product 

Senator Proxmire. Let me understand that 

Mr. Evans. I estimate it is going to cost $5,000 so I come to the 
Internal Revenue Bureau and say I estimate that I am going to 
spend $5,000 to develop a product. All right. They say fine. Every- 
thing is audited. All the expenses are covered, and if we spend 
that money and it turns into a good product, then we find out how 
much money that product is giving us as a profit, and that amount 
of money that is spent, the $5,000, 1s deducted from the profit that is 
earned on this new product. After that—say you earn $10,000, 
$15,000, then the $5,000 or $10,000 is taxed at the regular rate. 

Senator Proxmire. I understand. 

Mr. Evans. It is something that has to be worked out a little more 
thoroughly than I can explain it. 

Senator Proxmire. That is all right. I think the principle you have 
made clear. 

Mr. Evans. You understand the principle? 

Senator Proxmire. I think so. 

Mr. Evans. That is all I had in mind. 

Senator Proxmrre. Thank you very much; and I certainly ap- 
preciate your testimony, Mr. Evans. Do you have any questions? 

Mr. Messick. No questions. 

Senator Proxmrre. Thank you, sir. We appreciate your coming, 
and it has been helpful. 

Is Mr. George Epstein present? We are very happy to have you 











here. Mr. George Epstein, Bell Clothing Co., Kenosha, Wis., and 
correct me if that is not a full and adequate description. You are 
the owner of the Bell Clothing Co.? 
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STATEMENT OF GEORGE M. EPSTEIN, OWNER OF THE BELL 
CLOTHING CO., KENOSHA, WIS. 


Mr. Ersrern. That is correct, I am the owner and president. 

Senator Proxmie. How big a company is this? 

Mr. Erstern. We employ 10 people, and I am the past president 
of the National Retail Clothiers Association. 

I am very happy for this opportunity to appear. 

Senator Proxmire. May I say to you who have come in this after- 
noon that Senator Thye was here in the morning but unfortunately 
had to leave. He worked awfully hard for 414 hours, but he did have 
to depart, and that is the reason I am present as the only member of 
the committee, and Mr. Messick is a*‘member of the committee staff. 
Everything you testify to here today is going to be written into the 
record verbatim, and it will be studied, and believe me, it will be 
studied as it has been in the past by the full 13-man committee and 
used to draft the omnibus small business tax relief bill which we 
intend to draft. The floor is yours, Mr. Epstein. 

Mr. Ersrern. Gentlemen, I am here before you today in hopes that 
I might show you the ever-increasing plight of one of the largest 
sgh of the small-business economy, the small independent 
retailer. 

You have heard and will hear at this meeting the problem of other 
small businesses. The dilemma facing the small retailer is much the 
same as the others here today seeking your ear; in that we too are 
caught in an economic situation that demands expansion and develop- 
ment of our facilities but yet, conversely, under the present tax struc- 
ture, - prohibited from even contemplating a thought in that 
regard. 

‘As you know, the business of retailing has undergone many varied 
and drastic changes in the past few years. With the population 
movement into the suburbia of the country and the consequent change 
in consumer shopping habits, a new system of selling has developed. 
Today, rapidly consuming the business heretofore the dominion of 
the small independent retailer, the chainstore, the catalog store, and 
the shopping center have arisen, outmoding and crushing any com- 
petitive attempts by one of our kind. 

The reasons for this are quite obvious. One, the new shopping 
centers and chain stores offer new, more convenient and attractive 
facilities for the marketing of their products. Two, the chainstores 
and shopping centers have been in a position, which constructing a 
new outlet, to take cognizance of the fact that we are living in an 


“auto” economy, and so, provide parking areas that are so vitally 

necessary to the customer. Three, the shopping centers and chain- 

stores are planned so as to be a concentration of almost all types and 

kinds of merchandise into one quite compact area, providing even 

greater incentive to the customer to we at that location. Four, the 
y 


chainstore and shopping center is usually just a part or an arm of a 
much larger retailing unit and so can utilize the advantages and pur- 
chasing power of a large-scale operation. They are able to reduce 
cost through large volume purchasing, through a division of adver- 
tising costs among the various outlets, and have greater facility for 
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disposing of slow-moving merchandise by either transferring it 
among their different stores or by having widely publicized sales. 

They have actually more dollars for operation. 

We have long recognized the weakening of our position and have 
sought to halt this trend in our own way, without aid or interference 
from outside sources. But this we have been unable to do. We have 
attempted to lay aside from our annual profits enough capital so that 
we too can modernize, expand or redesign and relocate our facilities 
so that we too may be in the position to offer the customer what he 
can obtain from the larger retailers. But this we have not been able 
to do. Under the present Federal income-tax laws, as it applies to 
small businesses, a high roportion of the profits we gather over the 
course of the year are taken from us leaving little more than enough 
to provide us with the necessary working capital we will need in 
the next 12 months. 

We have sought out various lending institutions throughout the 
country that might give us that helping hand. But this too has been 
to no avail. Prior to the first of this year, when money was sup- 
posedly easily borrowed, we found that the interest charged for long- 
term loans was prohibitive. Since then, as money has become more 
and more scarce, our ability to borrow has become increasingly weaker. 
The Federal Government, some 4 years ago, recognized this prob- 
lem. The creation of the Small Business Administration to aid in 
providing credit for the small businesses has in many ways and in 
many instances provided relief. But it has not been the solution to 
our problems. As a lending agency its activity is limited and when 
faced with the requests of the thousands of small-business men seek- 
ing capital, it can aid only a percentage of them. 

Senator Proxmire. Has it been your experience that there has been 
aid from the Small Business Administration to retailers ? 

Mr. Epstern. Yes; Small Business Administration has made loans, 
but they are comparatively small in numbers. 

Senator Proxmire. To retailers? 

Mr. Epsrern. To retailers. They operate more in the field of whole- 
saling or manufacturing. 

As a consequence of these and other factors which are impossible to 
present to this committee in this brief alloted time, the failing po- 
sition of the small-business man is evident. And for this reason we 
have come to you; to seek a voice in Government which we cannot 
afford to seek in Washington circles. We come here, however, not 
requesting or seeking that we be given special advantage or special 
tax privileges, but that the measures suggested to the committee; and 
1 refer to the Curtis bill. 

Senator Proxmire. That is under consideration; yes. 

Mr. Epstern. That measures which provide a sensible and logical 
solution to our problems, be adopted by the Congress of the United 
States. 

The plans already before the committee to remedy the existing 
hardships of the tax program have received our earnest consideration. 
In our opinion, any or all of them will relieve the unconscionable 
burdens that were first imposed. Any or all of the plans will, with- 
out arbitrary discrimination to larger enterprises, afford the incentive 
and the capital we must have to preserve and encourage the growth 
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of the small-scale enterprise. We also feel that the programs sug- 
rested will in no way, in the long run, decrease the receipts of revenue 
or the Federal Government. 

Senator Proxmire. You are confining your remarks here to the 
Curtis bill. 

Mr. Epsretn. Not entirely, sir. I have some other—- 

Senator Proxmire. Largely to the two provisions for a deduction 
for reinvestment and an installment payment of inheritance taxes, 
are those the two—— 

Mr. Epsrern. That is correct. That is part of it. 

The money placed temporarily in our hands will be put to work, 
reaping in return greater and greater profits which in time will find 
their way to the treasuries of the Nation. The moneys left in our 
hands will in time produce a greater tax base which, needless to say, 
is the element that is absolutely necessary in a growing economy. 

Gentlemen, I have postponed one important point till last which 
underlies the entire purpose of this meeting—the question on last 
analysis is, do we wish the small business to live? If we do, if we 
want to provide a system where the single entrepreneur may start 
from a humble beginning and grow to be a titan in the world economy, 
we must in some way encourage the venture of risk.capital in small, 
untried businesses. More specifically, if we want to encourage the 
small retailer, who by the way, plays perhaps the greatest individual 
role in community life and activity, through his donations to civic 
groups and through his participation in local government, we must 
provide a means whereby this keystone of the American economy 
can rise from a humble beginning to become one of the Marshall 
Fields, the Woolworths, or the Sears Roebuck of the economy to 
come in the future. This we ask, not to be given aids or grants, but 
to be provided with incentive, incentive and capital to build, incentive 
and capital to expand, and incentive and capital to grow. 

Senator Proxmire. Thank you very much. In behalf of the com- 
mittee I want to thank you, Mr. Epstein, for an excellent statement. 
1 think it is extremely helpful for us to have this expression from a 
retailer and from a man who represents such a very, very large 
proportion of the entire small-business community and an area, in- 
cidentally, which has been kind of forgotten and neglected as com- 
pared with some of the other parts of our small-business community. 

Would you care to comment on any of the specific tax proposals 
that have been before the committee in terms of their usefulness, 
their helpfulness, to the retail industry generally in view of your 
position ¢ 

Mr. Epstrern. I have several comments I would like to make in 
addition to the statement. 

No. 1: I have personally watched SBA from its inception. It so 
happened I was president of the association when SBA started, and 
it occurred to me at the time that at last there was an agency of the 
Government that might be of some financial aid and assistance to 
the retailer. In other words, over the years we have had RFC, CCC, 
FHA, HOLC—in every segment of our economy has in some measure 
or other, and of course in your farm economy, too, you have had 
price supports, but to the best of my knowledge I think you will 
agree that retailing as such has never asked for any relief as such. 
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The situation now presents itself to the point where if a retail 
business—and I am speaking of small business under the so-called 
$500,000 category—is successful enough to make a profit, that profit 
is not available in cash. It is not available in the kind of money that 
it takes to pay taxes. It is dissipated or I shouldn’t say “dissipated.” 
It shows up in 1 or 2 places, either in inventory or in accounts re- 
ceivable. In other words, there is nothing that a retailer can put his 
hands on in order to develop his own market, for example. 

The gentleman preceding me said that manufacturing likes to de- 
velop new products. <A retailer can’t develop new products. He has 
to sell the products that are available to the manufacturers who 
supply him. However, he does have the opportunity, but unfor- 
tunately the limit of time and finances, to develop markets, new 
markets, in his own business. That would be a great avenue of assist- 
ance to a retailer, to be allowed certain credits to develop markets, to 
develop his own business, and to analyze his own business. Big busi- 
ness can go ahead and put on a research program. Small business isn’t 
afforded that kind of luxury. 

Senator Proxmire. In your judgment does the Curtis bill permit 
this? Is it broad enough to encompass development of new markets 
and investigation of new markets and so forth ? 

Mr. Epsrern. I am not sure it covers that point, Senator. We had 
the referee in bankruptcy 

Senator Proxmrre. Mr. McCarty. 

Mr. Epstern. Mr. McCarty, here, and I cut this clipping the other 
day out of the Wall Street Journal, “Business failures rose to 308 
in the last week.” In other words, they were 49 percent above the 
1956 period. I noticed his remarks were more or less confined or his 
figures were more or less confined to the number of individuals in the 
State of Wisconsin, or at least in his district, that had risen. 

Senator Proxmire. He included all. They included business and 
individual, he said. 

Mr. Epsrern. Yes. 

Senator Proxmme. Both. 

Mr. Epsrern. But it was 80 percent individual and I think 20 per- 
cent business. Now, you, I think, asked him what types of business 
are suffering. 

Here is another article out of the Chicago Daily News in which they 
say: 

For over the years retailers have made up 50 percent or more of the failures. 


Of this total, food stores and eating and drinking places account for at least 
one-third. 


Then in italics: 


Currently apparel, general merchandise, and automotive trade are hardest hit. 
The average business casualty issmall. In 1957 the firm shows— 


this is Dun & Bradstreet they are referring to— 


65 percent of all failures had liabilities of less than $25,000 and 91 percent were 
under $100,000. 

I know that in our own particular category of retailing, that is men’s 
wear, that the average length of life of the men’s wear retail store is a 
particularly short one. It is less than 10 years. 

Senator Proxmire. Isn’t it true that almost all of these retail busi- 
nesses are not corporations, very few of them are. They are mostly 
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partnerships and proprietorships, that 90 percent are not; is that 
right or not? 

“Mr. Epsrern. Frankly I don’t know. 

Senator Proxmire. At any rate, we would be interested in developing 

tax legislation that would benefit the large proportion that are not 
corporations as well as those that are. 

Mr. Erstrern. Well, in the bracket of small business; I mean, under 
a certain volume level. 

Here is another article which refers to the fact that “Life insurance 
groups say half of their loans go to small business.” Now, life-insur- 
ance loans are loans made to individuals who are running those busi- 
nesses to keep the businesses going. ‘They represent a big portion of 
the amount of money that is available to the small retailer for capital. 
He cannot, he does not have the equity to go into the bank to get the 
kind of a loan that he needs, and the bank will only give him a very 
limited amount of money for a very limited amount of time. 

Then we come to SBA, and SBA will give you a loan providing that 
the bank has already turned you down for credit, so that you have a 
negative factor there, and as a matter of fact, many of the banks 
discourage a retailer applying for that kind of a loan, so that al- 
though the SBA act was set up for retailers as well as other small- 
business men, it does not particularly cover them to the same extent. 

Senator Proxmire. Well, I want to thank you very much. Did you 
have anything more ? 

Mr. Ersrein. Well, I have a few figures here. I was a chairman of 
the Kenosha Businessmen’s Association recently, and I made an 
— and to give you the idea of what I am talking about in the 

ray of small business, in the city of Kenosha we have in round num- 
bee ably let’s say Kenosha County—we have 1,000 retailers, and 
1,000 retailers in Kenosha County do a hundred million dollars worth 
of business. These are United States Department of Commerce sta- 
tistics and Sales Management for reference, so you can see the type 
of business that I am trying to represent here, 1,000 retailers 

Senator Proxmire. That would be an aver age gross of a hundred 
thousand. 

Mr. Epsrein. That iscorrect. That is the point. 

Senator Proxmire. I remember some years ago the net profit after 
all costs, including the value of the owner’s time and effort, was around 
1 percent. Maybe it is higher than that now. 

Mr. Ersretn. If you notice on the last section of my statement there, 
another article, “Retail net profit dropped 36 percent in 1956.” This 
happens to apply to the category of men’s and boys’ retailing, but it 
fell off 36 percent to 2.51. So there is a great avenue of assistance 
necessary for the small retailer, and if you are in a small industry 
town as we are, you have other forces at work which through no fault 
or reason or rhyme of your own are uncontrollable. 

In our particular community we have had the merger of American 
Motors, which is progressing now very nicely, but it was quite a rough 
situation for the last few years. I don’t know whether or not you have 
seen this release, Senator, that came out today, but the Simmons Co. 
in the city of Kenosha is w ithdrawing. 

Senator Proxmirr. If it is not one thing, it is another in Kenosha, 
isn’t it? 
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Mr. Epstein. It is withdrawing their operation. Here is a release 
that was given out today by Grant G. Simmons, and it says this is 
permission to present the contents of this letter to the city council and 
also, this letter is quoted in its entirety and not in part, which gives 
you a picture of the local economy, and the lecal plight. 

Senator Proxmire. Thank you very much, Mr. Epstein. Again 
we very much appreciate your testimony. 

Mr. Reoretty It has been my pleasure. 

(The prepared statement of Mr. Epstein is in full as follows together 
with exhibits :) 


PREPARED STATEMENT OF GEORGE M. EpsTEIN, OWNER OF THE BELL CLOTHING Co., 
KENOSHA, WIS. 


Gentlemen, I stand before you today in the hopes that I might show you the 
ever-increasing plight of one of the largest segments of the small-business popu- 
lation, the small independent retailer. 

You have heard and will hear at this meeting the problem of other small 
businesses. The dilemma facing the small retailer is much the same as the 
others here today seeking your ear; in that we too are caught in an economic 
situation that demands expansion and development of our facilities but yet, 
conversely, under the present tax structure, are prohibited from even contem- 
plating a thought in that regard. 

As you know, the business of retailing has undergone many varied and drastic 
changes in the past few years. With the population movement into the surburbia 
of the country and the consequent change in consumer shopping habits, a new 
system of selling has developed. Today, rapidly consuming the business here- 
tofore the dominion of the small independent retailer, the chainstore, the catalog 
store, and the shopping center have arisen, outmoding and crushing any com- 
petitive attempts by one of our kind. 

The reasons for this are quite obvious. One, the new shopping centers and 
chainstores offer new, more convenient and attractive facilities for the marketing 
of their products. Two, the chainstores and shopping centers have been in a 
position, when constructing a new outlet, to take cognizance of the fact that 
we are living in an “auto” economy, and so, provide parking areas that are 
so vitally necessary to the customer. Three, the shopping centers and chainstores 
are planned so as to be a concentration of almost all types and kinds of mer- 
chandise into one quite compact area, providing even greater incentive to the 
customer to shop at that location. Four, the chainstore and shopping center 
is usually just a part or an arm of a much larger retailer unit and so can utilize 
the advantages and purchasing power of a large-scale operation. They are 
able to reduce cost through large volume purchasing, through a division of 
advertising costs among the various outlets, and have greater facility for 
disposing of slow-moving merchandise by either transferring it among their 
different stores or by having widely publicized sales. 

We have long recognized the weakening of our position and have sought to 
halt this trend in our own way, without aid or interference from outside sources. 
But this we have been unable to do. We have attempted to lay aside from our 
annual profits enough capital so that we too can modernize, expand or redesign 
and relocate our facilities so that we too may be in the position to offer the 
customer what he can obtain from the larger retailers. But this we have not 
been able to do. Under the present Federal income-tax laws, as it applies to 
small businesses, a high proportion of the profits we gather over the course of 
the year, are taken from us leaving little more than enough to provide us with 
the necessary working capital we will need in the next 12 months. 

We have sought out various lending institutions throughout the country that 
might give us that helping hand. But this too has been to no avail. Prior to 
the first of this year, when money was supposedly easily borrowed, we found 
that the interest charged for long-term loans was prohibitive. Since then, as 
money has become more and more scarce, our ability to borrow has become 
increasingly weaker. The Federal Government, some 4 years ago, recognized 
this problem. The creation of the Small Business Administration to aid in 
providing credit for the small businesses has in many ways and in many instances 
provided relief. But it has not been the solution to our problems. As a lending 
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agency its activity is limited and when faced with the requests of the thousands 
of small-business men seeking capital, it can aid only a percentage of them. 

As a consequence of these and other factors which are impossible to present 
to this committee in this brief allotted time, the failing position of the small- 
business man is evident. And for this reason we have come to you; to seek a 
voice in Government which we cannot afford to seek in Washington circles. We 
come here, however, not requesting or seeking that we be given special advantage 
or special tax privileges, but that the measures suggested to the committee, 
which provide a sensible and logical solution to our problems, be adopted by the 
Congress of the United States. 

The plans already before the committee to remedy the existing hardships of the 
tax program have received our earnest consideration. In our opinion, any or all 
of them will relieve the unconscious burdens that were first imposed. Any or all 
of the plans will, without arbitrary discrimination to larger enterprises, afford 
the incentive and the capital we must have to preserve and encourage the growth 
of the small-scale enterprise. We also feel that the programs suggested will in 
no way, in the long run, decrease the receipts of revenue for the Federal Govern- 
ment. The money placed temporarily in our hands will be put to work, reaping 
in return greater and greater profits which in time will find their way to the 
treasuries of the Nation. The moneys left in our hands will in time produce a 
greater tax base which, needless to say, is the element that is absolutely neces- 
sary in a growing economy. 

Gentlemen, I have postponed one important point till last which underlies the 
entire purpose of this meeting—the question on last analysis is, Do we wish the 
small business to live? If we do, if we want to provide a system where the 
single entrepreneur may start from a humble beginning and grow to be a titan 
in the world economy we must in some way encourage the venture of risk 
capital in small, untried businesses. More specifically, if we want to encourage 
the small retailer, who by the way, plays perhaps the greatest individual role 
in community life and activity, through his donations to civic groups and 
through his participation in local government, we must provide a means whereby 
this keystone of the American economy can rise from a humble beginning to 
become one of the Marshall Fields, the Woolworths or the Sears, Roebuck of 
the economy to come in the future. This we ask, not to be given aids or grants, 
but to be provided with incentive, incentive and capital to build, incentive and 
capital to expand, and incentive and capital to grow. 


(Exhibits accompanying Mr. Epstein’s statement :) 


Exursit 12 (A) 
Rerarm Ner Prorir Orr 36 PERCENT TO 2.51 PERCENT OF SALES IN 1956: CMA 


The typical men’s and boys’ clothing retailer’s net profits (after taxes) dropped 
36 percent to 2.51 percent of net sales in 1956 from 3.91 percent in 1955. 

This is shown in an analysis of financial reports issued by Dun & Bradstreet on 
men’s and boys’ clothing retailers by the Clothing Manufacturers Association of 
the United States of America. 

The net profit figure was the lowest in several years. In 1950 it was 5.48; in 
1951, 2.91; in 1952, 2.60; in 1953, 2.71 and 1954, 2.69. 

“Not merely did net profits decline, but inventories rose at the end of 1956 
as compared with 1955. Particularly, retailers showed a higher proportion of 
their assets were represented by debts to others,” CMA noted. 

“It was of interest that fixed assets increased in 1956 as compared to tangible 
net worth, which meant a higher ‘frozen’ financial condition, and funded debt 
to net worth capital was at an all-time high (35.6 percent), indicating that 
retailers had purchased fixtures and similar assets by means of long-term debt 
obligations. In 1950, fixed assets represented merely 6.2 percent of net worth; 
a sharp increase in fixed assets (13.4 percent in 1956) meant a sharp permanent 
expense in the form of depreciation costs and inability to operate in a most 
flexible manner,” the CMA statement concluded. 
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Exursir 12 (B) 
The following table shows the median of the retailers’ statements studied: 





1954 | 1955 | 1956 1954 | 1955 | 1956 
. Current assets to current Fixed assets to tangible net 
Gomes esi isl 14,05 | 13.08 12.74 worth. _____._-- percent__| 11.6 11.4 13.4 
Net profit on net sales (after Current debt to tangible net 
ae percent..| 2.69 | 3.91 2. 51 WEG nec eet4~ <r percent..| 28.7 | 36.9 47.6 
Net profits on tangible net Total debt to tangible net 
Wwerten . 224.22 pereent..| 5.66 | 8.13 5.75 Woren ii) si 6. percent__| 74.0 | 67.6 39.6 
Net profits on net working Inventory to net working 
capital. .....:.-. percent..| 7.70 | 10.99 7.49 capital__........percent..} 85.8 | 87.7 39.6 
Net sales to tangible net Current debt to inventory 
WOR a io sit ie 12,40 |} 12.48 | 12.57 percent__| 45.0 | 58.8 60.2 
Net sales to net working Funded debts to net work- 
Ii 5 erred SE neh 4 12.74 /)13.11 | 13.20 ing capital.___.- percent..| 33.1 | 23.9 35, 4 
Net sales to inventory_--.-- 13.6 3.7 13.6 
1 Times. 


ExursitT 12 (C) 


[Reprint from the Milwaukee Journal, Milwaukee, Wis., December 3, 1957, subsequently 
submitted by Mr. Epstein for the record] 


Bie Bustness Fears LISTED 


ERNST SPEAKS HERE 


If big business continues to get bigger, with more monopolies through mergers, 
the Government may be forced to take over all economic controls and planning, 
Morris Ernst, New York City attorney, author, and former public official, warned 
here Monday night. 

Speaking at the Town Hall of Milwaukee meeting at the vocational school 
auditorium, Ernst said that big business leaders were forcing the Nation to 
statism. 

“If we allow the trend toward bigness to go on, we will find the power of the 
Nation is in so few hands that the people will stupidly ask the Government to 
regulate the big companies,” Ernst said. “Regulation won’t work. The people 
will then say if there is only 1 or 2 big companies in a field, maybe the Govern- 
ment should take over.” 

FREEDOMS TO BE DENIED 


When Government begins actually to take over the production firms, it will 
mean that the Government will get too big, the Speaker said. 

“What will the Government do if it gets too big?’ Ernst asked. “It will be 
increasingly sensitive to criticism and the people will be denied freedoms of 
the press and of speech they now have.” 

The continuous mergers taking place in the business world and the develop- 
ment of large chains in marketing, production, and communication fields is mak- 
ing the Nation into one peopled by clerks, Ernst said. 

“When there is no competition, there is no need for brains to operate a busi- 
ness,” he said. “All that is needed is power and the big business leaders will 
have it.” 

COULD BAN CHAINS 


Remedies for the trend toward bigness, Ernst said, can follow three patterns. 
First, companies could be forced to divorce themselves from operations which 
are not essentially those of their basic industry; secondly, chain ownership and 
absentee ownership could be banned; and, thirdly, some assurance could be given 
that money from the Public Treasury is not going to the big companies. 

The most serious part of bigness in America, according to Ernst, is in the field 
of ideas. More and more ownership of newspapers, radio, and television net- 
works is being concentrated in the hands of a few, he said. 

“How can the intimate questions of the locale be discussed if the means for 
public discussion are controlled by a single group?”, he asked. 

Subsidies on the postage bills of magazines have helped them get bigger in 
the publishing field, Ernst said. Each year it costs the Government a quarter- 
million dollars more to deliver the magazines in the Nation than the companies 
publishing them pay in postage, he added. 
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Senator Proxmire. Mr. E. Z. Gregory. Mr. Gregory. of Madison, 
Wis., is present, I believe, I don’t have your identification here or 
your association. When you get up here you might tell us about that, 
and I might say that Mr. Gregory is the last scheduled witness, and 
if there are any other people who would like to testify, we will cer- 
tainly listen to you. 


STATEMENT OF E. Z. GREGORY, PROPRIETOR, E. Z. GREGORY CO., 
MADISON, WIS. 


Mr. Grecory. I am in the distributing of merchandise, in Madison, 
Wis. 

Senator Proxmire. Your company, sir? 

Mr. Grecory. Just E. Z. Gregory, a proprietorship. I have been 
listening to testimony here today, and I believe that many points have 
been covered, many points that I had in mind, and I am going to 
make my remarks short. I would like to submit at a later date a 
brief covering what I have to say now. (See p. 1499 for subsequent 
statement. ) 

Senator Proxmrme. Very good. The record will be open for 2 
weeks. 

Mr. Grecory. Yes. I want to compliment Mr. Thye—I wish he 
were here—in his thinking that he expressed to Mr. Groves when he 
said that he felt that the Congress or somebody in Washington for 
that purpose should set up researches to determine new uses for our 
old products that we were curbing production of now. I think that 
is one of the most sensible things I have heard, and if all of our 
Senators and Representatives in Congress had that idea, I believe we 
would find uses for many of our products that we now consider a 
surplus and a drug on the market. 

I only want to make two points after hearing the other testimony. 
I don’t want to repeat. One of them is that 1 believe in a bill such 
as the Curtis bill or maybe in another bill, that there should be a pro- 
vision for setting up a loan to small business for those who could 
qualify, not because the money maybe couldn’t be secured from some 
other source, a bank, for instance, but because with a bank in most 
cases small business has access to money only on short-term loans. 
No smal] business can plan his long-term operation efficiently on short- 
term loans. If he has to go every 90 days to get this note renewed, 
and not knowing each time whether it is going to be renewed, he is 
operating with sights set at 50 yards and shooting at game a mile 
away, and I think that is pretty much the situation, and I think that 
should be remedied. Otherwise, I think, at least judging from our own 
operation, that the Curtis bill is one of the best efforts at helping out 
the small-business man that I have seen. 

Senator Proxmire. Do you feel equally about both provisions in 
the bill? 

Mr. Gregory. I feel all three main provisions are good. I think 
they are. I don’t want to come here with the idea of saying that 
small business wants to get some special relief from taxes. In one 
sense of the word we do, but I would like to have you criticize my 
statement because I feel it is perfectly capable. I believe that we 
would not decrease by getting relief in taxes; getting relief by having 
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a longer time to pay inheritance tax; we would not decrease the over- 
all taxes, because if we had an oe to get a comfortable 
amount of capital to operate on, that we could increase our profits 
enough that our taxes would not be reduced. 

Senator Proxmrre. You would concur or disagree with the sug- 
gestion that there should be interest payments required on the deferral 
of inheritance tax payments? 

Mr. Grecory. Well, I would say that if there is an interest, it should 
be a very low one. I think that that is not too important. 

Senator Proxmire. Well, it is only important in this sense, you see, 
that if there is no interest paid, then the inheritor is in the position of 
an interest-free loan, at a cost to all other taxpayers, because the Fed- 
eral Government, of course, has to borrow money and has to pay a 
certain interest rate, and if the inheritor is given this benefit of de 


er- 
ring his payments and other people who ant |:appen to own a small 
business are not given it, there is a disurimination there. 

Mr. Grecory. There is a discrimination 10 soine extent. It de- 
pends upon whether or not it is justified. i ‘lini: the overall return 


to the Government will not be a great deal differeut, and I will explain 
why shortly, but I think it isn’t of too much importance whether we 
pay an interest or not on this inheritance. 

Senator Proxmire. You wouldn't object to a moderate rate of 
interest ¢ 

Mr. Gregory. No. 

I was going to say that I feel the revenues would not be reduced 
by the amount small businesses were helped. I don’t think it would be 
reduced at all. Asa matter of fact, I think they might be increased, 
for this reason: If a small business had something like a comfortable 
capital to work on and knew that he had it, his profits would be so 
much greater that he would spend money in improving his business, 
in expanding his business, and where he spent that money, the com- 

any that received part of that money would pay more taxes into the 

overnment because of his expenditure with them. Not only would 
the company pay more taxes, his employees would pay more taxes 
because they would have more work, possibly some overtime work if 
he were crowded and with a layoff they would have that much less 
layoff and the tax of the employees from the company where the 
small-business man spent his money in expanding his business would 
be paid by this corporation that got this business. It might be a large 
or small business. Not only that, most of us would increase our sal- 
aries to our employees, at least by some extent. Those increased sal- 
aries would be reflected in taxes to the Federal Government, and those 
expenditures by our employees would go out to the grocer, to the radio 
man, to the automobile man. In fact it will go everywhere, and every- 
body along the line will pay more taxes by reason of these few thou- 
sand dollars that some small-business man paid because he had a little 
reduction in his tax rate, providing he was required to spend it that 
way, and I believe the tax would be increased overall and not 
decreased. 

Senator Proxmire. As long as this is your principal point of inter- 
est, let me ask you a question on modification of that. There has been 
some objection to the Curtis bill inasmuch as it allows such a sub- 
stantial deduction, and there has been a countersuggestion that instead 





er 


sI 
bi 





| 
i 
i 
. 





TAX PROBLEMS OF SMALL BUSINESS 1499 


of permitting the entire—I think it is, $30,000, investment up to 
$30,000—that the first $10,000 be permitted to be invested with a 50 
percent tax credit, the next $10,000 at 30 percent and the next $10,000 
at 20 percent. This would have the advantage, you see, of meaning 
that more of the investor’s money would be tied up in it, as well as 
Uncle Sam’s and he would have more of a stake and more of an inter- 
est than he would have if he could invest all of this $30,000 without 
limit or regard. 

Mr. Grecory. Well, I think 

Senator Proxmire. Do you think that would dilute it too much 








or 
Mr. Greeory. I think it would destroy part of the benefits even to 
society. I believe that the small-business man would benefit  tre- 
mendously by it, but I think society in general would benefit tremen- 
dously by it, and if we base our development here, our profits, our 
national profits, on our prosperity, it must be on a prosperity of pro- 
duction and not on scarcity. We had the experience of that back in 
the twenties and earlier when labor was paid so small a salary—big 
manufacturing says we can’t afford to pay more. We only have so 
much outlet. Well, when labor gets more, the potential of our do- 
mestic markets rose and we have all been better off since, and when 
small business gets enough money to operate on comfortably, the 
economy is still going to rise more. 

We need these small-business men. As sure as all businesses go to 
big business and small business is eliminated we are going to have 
regimentation and it doesn’t matter whether we are regimented 
through the Government or through individual corpor ‘ations or 
labor unions, we are still regimented, and so far as our Fed- 
eral Government is concerned today, I look at it as a free Government. 
But I do believe that they have passed on enough of their powers to 
some corporations and to labor unions to the point that we are par- 
tially regimented today, and we should not be, but I am thoroughly 
of the opinion that whenever we spend money, if we can’t pay that 
in taxes, somebody is going to. It 1s going to go right down the line, 
and in an economy of plenty, economy of production i is the only thing 
that ever built our country. 

Senator Proxmire. All right, sir. Thank you very, very much. 
Do you have any questions ? 

Mr. Messick. No questions. 

Mr. Gregory. I would like to submit this later. 

Senator Proxmire. Very good, and it will be accepted and we will 
be very happy to have it, Mr. Gregory. We appreciate your coming 
from Madison to give us this testimony. 

(The supplemental of Mr. Gregory follows :) 


SUPPLEMENTAL STATEMENT OF FE. Z. GREGORY 


Map1son, Wis., December 24, 1957. 


Hon, JOHN SPARKMAN, 
Chairman, Small Business Committee. 
Dear SENATOR: Of most importance to small and medium business today is 
enough money to run his business properly. 
Years ago, before the 1930’s,;,it was possible for one to start business in a 
small way, with good management, and, by plowing back profits into the 
business, continue to prosper. Under those conditions one could increase his 
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business from year to year and could give more and more people employment 
as the business grew. Under those conditions many small businesses then are 
our large businesses now. They were not choked and strangled by income 
taxes that drained off so much of their profits. 

No doubt many very capable small-business men have supplied, or will supply 
you with reliable information that will set forth the problems that undermine 
the prosperity of all of us. Problems that would largely disappear if our 
taxes were reduced to a reasonable equitable amount. 

There are many suggestions that might be made to levy additional taxes on 
some other classes or to increase taxes on some other existing brackets to 
make up for the revenue that some legislators and many citizens think might 
be lost to the revenue department if this tax relief measure were passed for 
small business. It is my firm belief that there will be no total revenue loss 
in any year because of the provisions in S. 1820 and to companion bill, H. R. 
5735. As a matter of fact, if these bills become law, I am sure, that by reason 
of their enactment, after 2 or 3 years, total revenues will actually increase. 

Section 1, deduction for additional investment in depreciable assets and 
inventory : 

I believe the crux of the provision in this section can best be understood by 
following through an hypothetical example. 

Small-business man A makes a reasonable percentage of profit on his small 
business, which is not incorporated. He makes a modest amount of net profit 
before income taxes. A pays his normal income tax, somewhere between 20 and 
91 percent, depending on how successful he has been, out of the profit. Out of the 
small amount of net profit he has left after taxes he has the following needs for 
it: 

If he carries a stock of merchandise he has experienced a gradual rise in the 
price of his inventory of about 3 or 4 percent per year over the last 10 or 12 
years. That alone will probably take all or most of the net profit after taxes 
for a large percentage of small merchants. If he uses cars and trucks in his 
business they wear out and have to be replaced. If he has other equipment, that 
also will finally have to be replaced. If he has display equipment that also 
becomes obsolete and has to be replaced. After taxes it is seldom that net profit 
meets the above needs. A has little or no funds with which to expand and to 
keep pace with changing times or increased business generally. 

Please bear in mind to replace old equipment bought 10 or 15 years ago and is 
now fully depreciated, it costs from 2 to 4 times as much as the depreciated 
equipment did, at the time it was bought. Accordingly it takes 2 to 4 times as 
much money asis built up in the depreciated reserve to replace the old equipment. 

S. 1820 and H. R. 5735, section 1, gives him some measure of relief. 

The general thought seems to be that at this particular time the Federal Gov- 
ernment cannot afford to lose the revenue reduction proposed in section 1, that 
is represented by the decrease in taxes that is allowed the small business to re- 
invest in increased inventory or increased cost of the same size inventory, or the 
cost of obsolete or depreciated (worn out) equipment. 

If there would be, actually, a decrease in total Federal revenue, then there 
might be some justification for rejecting this section 1 of these bills, S. 1820 and 
H. R. 5735, but actually there would not be a decrease in the overall revenue 
by reason of it, because the money that is now going into taxes through A, that 
would be spent by him for consumer goods under section 1, would yield a profit 
to other taxpayers who would pay additional taxes by reason of A’s expenditure 
for consumer goods that was required under section 1. The employees that made 
the goods would pay additional taxes by reason of more hours worked. ‘These 
employees would spend the portion earned that did not go for taxes for groceries, 
etc., and that in turn would produce taxes right on back to the raw, natural 
state of everything involved in the transactions. 

Our personal wealth and our national wealth depend solely upon production. 
(If the goods produced are unwisely dissipated that is another thing not charge- 
able to production). Every step in production that has yielded a profit has been 
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taxed (I can’t conceive of any step that has been overlooked for tax purposes). 
The more goods produced the more profits taxed. Assuming the small business 
pays an average tax and assuming that the production of the goods produced 
that he buys additional with the money provided for in section 1 yields an av- 
erage tax. Then there is no revenue gained or lost by section 1’s enactment, 
because of the reduction in the tax that A pays. (If A is not required to spend 
this money, provided for in section 1, and he does not spend it for consumer goods 
then there would be a loss in revenue. ) 

If the money provided in section 1, spent for consumer goods by A increases 
his business, and in turn increases his employment, and increases the production 
of goods then there will actually be additional revenue yielded because of the 
additional production resulting from the benefits of section 1 to small-business A. 

I believe that if every Senator, if every Representative, and if the President 
of the United States were to analyze every step in production that I have briefed 
above, he would come to the same conclusion that I have. That is, there would 
be no net loss of total revenue because of section 1 in S. 1820’s enactment into 
law. If there were any change in total revenue at all it would actually be an 
increase. . 

Another provision I would like to see added to this bill for the benefit of small 
business is a provision, and the necessary machinery set up for the operation of 
it, to carry it out, is money made available for loans to small business even 
when short-term money is available, but not where long-term money can be 
had on a reasonable basis. 

It is a great handicap and often next to impossible to make long-term plan- 
ning for business on short-term money. 

Section 2, non-interest-bearing estate tax anticipation certificates, and section 
8, installment payments of estate tax: 

Both sections 2 and 3, I believe, are designed to give the same sort of aid to 
small business. That is, to help enable small business to continue to exist 
and to operate after the death of the owner-manager, or one of the partners, 
or a stockholder under the provisions set forth. Both these sections if enacted 
into law will help save many small businesses and their assets. 

In many cases it will help to keep heirs off relief rolls, it will help to save 
employees their employment, and it will help enable small business to continue 
in business and likewise, it will help to save taxpayers for the Federal and State 
Governments to increase tax revenue. 

It seems to me the benefits of sections 2 and 3 are obvious and I can’t see any 
valid objections to them. 

I want to thank you as chairman of this committee for reading this report 
and giving consideration to it. 

Very truly yours, 
Bi. Z. GREGORY. 


Senator Proxmirg. Now, we have heard from all the scheduled wit- 
nesses. All the people formally invited and who had called up and 
verified their invitation and we had agreed on a time and schedule 
and so forth. 

May I ask if there are any other gentlemen here who would like to 
appear ? 

We have to confine our testimony to about 5 minutes and if you have 
anything in writing, we would be glad to accept it. 

Mr. Kann. I have this letter and statement which I would like to 
submit. 

Senator Proxmire. From Gerald J. Kahn, attorney, 710 North 
Plankinton Avenue, Milwaukee. This will be filed for the record and 
we appreciate it. 
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(The paper referred to is as follows :) 


Goprrrey & KaHn, 
Milwaukee, Wis., December 10, 1957. 
UnrrTep STaTEes SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D. O. 


GENTLEMEN: We are submitting herewith a statement relative to the subject 
of tax relief for small business in connection with which hearings were con- 
ducted in Milwaukee on December 10, 1957. This statement is submitted at the 
request of Senator William Proxmire. 

We are aware that the statement submitted merely highlights the points 
which we attempt to make. This is in accordance with the request of the com- 
mittee, but, if the committee wishes us to elaborate on any of the matters con- 
tained in the statement, we would be glad to do so. 

Very truly yours, 
GreraLtp J. KAHN. 


STATEMENT OF GERALD J. KAHN, ATTORNEY AT LAW, MILWAUKEE, WIS. 


As a general proposition, we are of the opinion that the Federal tax structure 
does not as such discriminate against small business or the small-business man. 
On the other hand, there are certain provisions in the Internal Revenue Code 
which, through granting of special benefits to certain taxpayers, indirectly serve 
to discriminate against small business and against taxpayers generally. 

Briefly, the “favors” or inequities in the Internal Revenue Code which we 
believe should be eliminated or which should be extended to all taxpayers 
thereby creating an equality of treatment amongst taxpayers, if that be possible, 
include the following: 

1. If there is such a thing as “tax leakage” (see Tax Law Review, March 
1956, pp. 203-222), it is best illustrated by sections 611-613 of the Internal 
Revenue Code, which allows percentage depletion with respect to mines, oil and 
gas wells, other natural deposits, and timber. In this connection, we are con- 
vinced that 27%4 percent depletion allowance with respect to oil and gas wells 
is not only excessive but discriminatory against the taxpayers who are not in 
a position to avail themselves of its benefit. A no lesser authority than the now 
deceased Randolph Paul estimated that the combination of percentage depletion 
and the intangible development expense deduction (see secs. 614 and 616 of the 
1954 code) cost the Government at least $500 million per annum insofar as cor- 
porate taxpayers are concerned and no one even knows how much subsidy they 
extend to individual taxpayers (see Tax Law Review, March 1956, pp. 203, 210). 
Although it may be necessary to grant some type of tax subsidy in the case of 
minerals, something which we seriously question, we certainly think that it 
could and should be substantially reduced. In brief, we think that favors 
granted to the oil interests in the form of depletion deductions is excessive and, 
in support of our position, we point to the fact that, in the November 1957 edi- 
tion of Fortune magazine, 22 of the 50 men who are considered to have America’s 
biggest fortunes can attribute their wealth to oil (Fortune, November 1957, pp. 
176-177). Suffice it to say, we think that this situation is shocking and is evi- 
dence of discrimination in favor of a few and against the majority of the 
taxpayers. 

2. Another favored group are the insurance companies. They receive a sub- 
sidy in the form of an exemption from tax of interest upon savings invested 
through them by their policyholders. Not only is the interest earned and ac- 
cumulated on the reserves of life-insurance policies not taxable as earned (nor 
are they taxable to any substantial degree to the insurance company) but, in 
addition, the proceeds of a policy paid to beneficiaries upon the death of the 
insured are completely exempt from income taxation. The only time that there 
are any tax consequences involved insofar as insurance contracts are concerned 
is when a policy matures or is surrendered for its cash value, and then, only 
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the excess of the amount realized over the entire amount of premiums paid is 
taxable. 

8. Another favored group are the borrowers of capital. Section 163 of the 
1954 code permits a deduction of interest payments upon mortgages upon homes, 
commercial buildings, and the like. Certainly everyone is aware of the fact 
that the right to deduct interest coupled with the right to deduct real estate 
and other taxes under section 164 of the 1954 code has permitted taxpayers to 
buy homes and income-producing properties with tax dollars. In brief, as the 
law is presently written, the Federal Government is in many instances under- 
writing the cost of a building for a taxpayer who has the contacts which will 
enable him to acquire the requisite financing. Although this type of arrange- 
ment is generally not looked upon in this light, it is an obvious discrimination 
in favor of the few who have the capital or the contacts with which to acquire 
the capital to construct commercial properties. 

4. In recent years, Congress has shown a strong inclination to extend capital- 
gain treatment to special groups or interests. This practice is certainly dis- 
criminatory. Among the new tax shelters arising from the classification as 
eapital gain of items of receipts formerly taxable as ordinary income are in- 
cluded sales of timber, stock options, coal royalties, sales of breeding live- 
stock, sales of unharvested crops with the farm, sales of patents, and sales of 
certain retirement contracts (Louis B. Mayer provision). Although it prob- 
ably does not represent any more flagrant example than the other examples 
which we have cited, the stock option is a good illustration of legislative 
generosity. In the language of laymen, it is the provision in the Internal Rev- 
enue Code which is designed to enable corporate executives, and more impor- 
tantly, corporate executive of your larger corporations, to convert what other- 
wise might have been paid to them as compensation for their services and, 
therefore, taxable as ordinary income into long term capital gain. Suffice it 
to say, it would appear that the rewards which business has to offer to the 
executive are substantial enough without this added inducement. In years in 
which we are attempting to make Government service attractive to skilled 
scientists and capable executives, Congress has handed to business a weapon 
with which to lure the more competent Government employees into its rank. 
Suffice it to say, we think that the so-called tax shelters represent tax leakage 
which aids the few and discriminates against the majority of the taxpayers. 

The above merely represents some of the “favors” or inequities which are 
currently contained in the Internal Revenue Code. There are many more. We 
think the late Mr. Randolph Paul in his article entitled “Erosion of the Tax 
Base and Rate Structure” as it appears in the March 1956 edition of Tax Law 
Review has well stated the case with respect to tax law inequities. We sin- 
cerely believe, as he indicated that he did, that these inequities could eventually 
lead to the destruction of what is presently a sound financial system. 

In view of the international situation and our foreign commitments, we 
would be opposed to any plan for rate reduction, increase in exemption, etc., 
which would reduce the Government’s tax collections. We sincerely believe, 
however, that if Congress were to eliminate some of the favors or inequities 
that currently exist in the tax laws, that a rate reduction may ultimately be 
feasible. This, in our opinion, should be our ultimate goal. 


Senator Proxmire. A gentleman in the front row. Repeat your 
name so we are sure we get the spelling. 


STATEMENT OF WILLIAM G. JOHNSON, INDUSTRIAL RESEARCH 
LABORATORIES, MILWAUKEE, WIS. 


Mr. Jounson. William G. Johnson, Industrial Research Labora- 
tories. 

Senator Proxmire. What city ? 

Mr. Jounson. Milwaukee. 
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One of the functions of our foundation is the aid of small busi- 
ness. We have also helped some of bankruptcies but we know some- 
thing about the small-business problem. Mine is going to be very 
short and sweet. 

Senator Proxmire. Fine. 

Mr. Jounson. I have a suggestion to make that has to do with 
the financing of small-production industry. Our problem in the 
overall is not so much taxes until small business has been able to 
finance its capabilities. Then there will be a tax problem. I feel 
that we have in the financial possibilities of the Government through 
the Secretary of the Treasurer’s office to give some incentive to small 
banks to handle 5-year loans to small business, and I am thinking 
in terms of how a small bank could afford to handle this class of 
loans because it does cost money to handle small loans rather than 
— loans. 

t the present time the law is that you can have a 5-year loan in 
our banks, but no bank would consider—perhaps in its right mind 
under the present situation—of giving such a long-term loan. Since 
the Federal Government keeps on deposit, in the last records—and 
I haven’t looked recently—$5 to $6 billion in our great banks, if cer- 
tain of these deposits could be placed with the small business, small 
banks, to handle for a specific purpose, earmarked purpose, it would 
give the loaning—it would raise the loaning capacity of a small bank 
and it would give him added credits for buying of Government bonds, 
which would give him a double-incentive program because then he 
could loan to small business and especially the productive business 
on equipment, with a higher interest rate that would pay this extra 
cost for handling small loans. Do I make myself clear, Senator? 

Senator Proxmme. I think so. I think I understand that. I 
think it sounds like an interesting and helpful suggestion. 

Mr. Jounson. It has possibilities because 

Senator Proxmire. I am very much aware of the fact as a small- 
business man myself of the tremendous importance for allowing 
this sort of middle-term capital that you talk about, these 5-year 
loans and I think it is very helpful to have the loan made by the 
small bank which undoubtedly knows more about the local business 
than anyone else can know. 

Mr. Jonnson. Private investment—there is no way you can market 
small stocks. What I mean by that, if I buy stock in a small cor- 
poration and I want to sell it, there is no market for it, so he must 
work on loans rather than on trying to—at least in its beginning 
stages, until he is successful enough to be able to float some sort of 
an issue that the public can buy and sell, so as I see it, if a certain 
portion of our tax money was increased in the Secretary of the 
Treasury’s Office, so that this money could be used for an incentive 
purpose to small banks who are willing to make small loans for pro- 
ductive industry—and I am thinking more in production than I am 
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in the factor Mr. Epstein is interested in—because I think that is the 
only way we are going to lower our price structure is creating greater 
amount of competition in the manufacture of goods, and that is the 
thinking that comes back of how you can actually finance it through 
the existing system. There are a lot of defects in the existing system 
which you no doubt are aware of. But if we do that one thing, we 
will make it a step in between the situation we have in our own basic 
economy and that in West Germany, which I think you were just 
investigating. 

Senator Proxmire. That is right. Thank you very, very much, 
Mr. Johnson. We certainly appreciate your testimony. It is very 
helpful. Anyone else who would like to appear ? 

Professor Becker, did you want to appear again ? 

Mr. Becker. Well, Mr. Johnson has stimulated a thought in my 
mind. I thought I might get it off my chest before I leave. 

Senator Proxmire. Won’t you come up. This is Professor Becker 
who was heard before. 

Mr. Becker. The thought that came to my mind was that possibly 
the Small Business Administration might take on a function like 
the FHA. Maybe it could insure loans made by banks to small 
business, loans, let’s say, between 6 months and 5 years, something 
like that. Look into that possibility. I think that might have some- 
thing in it. 

Mr. Messick. May I comment, that the chairman, Senator Spark- 
man, and a number of other members, I don’t recall just how many 
members of this committee, last spring introduced S. 720, which 
would provide a means of insuring loans to businessmen. It was a 
companion bill to a 

Senator Proxmrre. Insures 90 percent, is that right? 

Mr. Messick. Yes, sir; 90 percent. The bill is a companion to the 
bill that would provide for capital banks to make loans to small 
business. The hearings were held on the capital banks bill by Senate 
Banking and Currency; no hearings have been held on the insurance 
bill, but the committee remains hopeful. 

Mr. Becker. I think that might have possibilities. It sounds all 
right. 

Senator Proxmre. Thank you very much, Professor Becker. Mr. 
Epstein, did you have a comment ? 

Mr. Epstern. Here is a comment—Mr. Johnson provoked a 
thought—I had made a note here. We might well make the sug- 
gestion that instead of SBA, we might have BSA, meaning the 
Business Security Administration. Everyone else has provided for 
some sort of security for their particular business at one level or 
another. But such a thing might be considered, and an idea that 
was brought to my attention by one of the boys at home was a tax 
moratorium. I don’t think any business, or let me put it this way, 
every business appreciates the cost of doing business by the Govern- 
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ment. However, there are periods of time when a tax moratorium 
for a particular business might work to a great advantage. The 
business would not be relieved of the liability of the tax, but for a 
period of, say, 1 or 2 or 3 years, may have a tax moratorium at the 
end of which time they would be required to pay their current tax 
plus the moratorium tax, and of course there might be an interest 
rate for that moratorium period. A business, for example, may have 
a $5,000 tax to pay in 1957. By proper credentials and verifications 
to the Internal Revenue they may ask for a tax moratorium and pay, 
we will say, 6 percent, in other words, $300 a year for a period of 2 or 
3 years. At the end of that time they would have to pick up that tax 
liability. But in the interim they would have the use of that $5,000 
which would be a considerable factor in the operation of their 
business. 

Senator Proxmme. I think that is a mighty ingenious and thought- 
ful suggestion because, as you point out, they would be paying in- 
terest. The Government would have complete security, the small 
business would have the use of capital which it can’t borrow and 
which it urgently needs, and I think that is a mighty interesting 
suggestion. 

ank you very much, Mr. Epstein, and I want to thank you gentle- 
men who testified today. I think the testimony has been extremely 
helpful. As I understand it, there is one other gentleman who wants 
to appear. I beg your pardon. Let me ask, are there any other 
gentlemen other than the one appearing now ? 

Mr. DePasquatez. Yes. 


STATEMENT OF LOUIS DePASQUALE, TAX CONSULTANT, 
MILWAUKEE, WIS. 


Louis DePasquale. 

Senator Proxmire. Where are you from? 

Mr. DePasquate. Milwaukee. Tax consultant and accountant, but 
pemnarsty I want to bring this point to the attention of the Senator. 

sold a piece of property in Milwaukee about 7 or 8 months ago 
for $30,000 to a small-business man. He paid $10,000 cash, and he 
was supposed to get a mortgage, any amount between $10,000 to 
$20,000. In 7 months’ time this gentleman has not been able to get 
a first mortgage on a piece of property which is located in a very 
valuable location of the city, 15th and State. All the banks have 
turned him down. So to this very day we haven’t been able to get 
a mortgage as yet. The man is in the auto-repair business. He has 
been in business for many years. His business is good, even better to- 
day than ever before, due to the little recession we have had. What 
is behind the idea that the banks turn down a man that has put 
$10,000 cash, can’t even get $10,000 first mortgage, all the taxes are 
paid? A piece of property about 150 feet by 100 feet on State Street, 
right down in the main section of the city. I went to 15 different 
banks in Milwaukee. They are all the same things. I had one man, 
who wanted 7 percent bonus to give $10,000 on a piece of property 
that sold for $30,000; the man has $10,000 equity in there and can’t 
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even get one-third of the value for a first mortgage. Is there any 
possibility of being able to get a a through any agency of 
the Government in this particular instance 

Senator Proxmire. Of course that particular subject isn’t within 
the specific purview of this committee at this particular time. I think 
the most helpful thing for you and this gentleman to do would be to 
write me a letter and set forth the full circumstances, and give me a 
description of the property and so forth, and then we will find out for 
you; we will investigate it and see if this is possible. 

Mr. DePasquate. The atmosphere with the banks is that money is 
tight. The Government has made money at this time. 

Senator Proxmire. I appreciate that point. I think that is an ex- 
cellent example. But to help you out of this particular situation it 
may be that there is something the Government can do. I don’t know. 
We will find out. 

Mr. DePasquate. Here is another thing; I have been doing tax 
work for about 37 years. In the last 2 or 3 years—I am not voting 
as Republican or Democrat but as an American citizen. I vote Demo- 
crat and Republican; it all depends onthe man. I voted for Proxmire 
this time because I thought Proxmire was a good man. 

Senator Proxmire. I am glad to hear that. 

Mr. DePasquate. I say this, in the last few years we have been 
talking a lot about inflation, and the causes of inflation. I believe 
one of the major causes of inflation is people getting salary who aren’t 
producing anything. One particular department of the Government 
I like to point to is the Internal Revenue Service. In the last 
couple of months we heard a great deal, especially last couple of weeks, 
that the Government, Assistant Secretary of Treasury, Mr. Kendall, 
I think his name was, tried to make Milwaukee a customs port to 
save $100,000 a year in expenses. 

I say that the Internal Revenue Service has many people work- 
ing in the Service that do not earn their salary from this angle. 
They call in thousands of taxpayers for small petty things to sub- 
stantiate; to give you an illustration. I had a case here last week, a 
man was disallowed his automobile expense. He is a mason. He 
needs the car to carry tools on the car, various jobs, out of the city. 
The Treasury Department has turned down and disallowed his auto- 
mobile expense because they claim it is commutation from his home 
to the place of work. So I argued with the examiner. I said, “Well, 
now, this man needs an automobile to carry his tools, he has 300 or 400 
pounds of tools. He can’t bring them in a public conveyance. How 
can he get to the job to earn himself a living?” From a logical point 
of view an expense which is necesary to create an income is a deductible 
item, but in the last couple of years, as I said, they have so many new 
Government examiners, including a lot of women who don’t have the 
experience. I have been in tax work for 37 years, they ask a lot of 
questions, and unless you are able to substantiate the last dollar they 
disallow everything. 

The case of this particular mason or carpenter is another man. 
They disallowed his automobile expense. He has to work maybe 2 
or 3 different houses in the same day, 1- or 2-family homes. He has 
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taken about $800 a year for tax deduction on his automobile expense. 
The same argument is advanced by the examiner, an inexperienced 
examiner. He says, “Well, that is commutation.” I say how can 

ou expect this man to carry his tools far away, no public conveyance 4 
Even if there were, they wouldn't let him in in the first place. How 
can you allow this man to go to work unless he carries the tools to 
the job? Hesays, “Well I am sorry but the Treasury Department has 
decided that is commutation.” 

Where do you draw the line? There are a lot of people like this, 
all over the United States, at least 10 cases in Milwaukee. So disallow 
automobile expense that is absolutely necessary for a man, a mason 
carpenter, to have an automobile just like a groceryman has to have 
packing supplies to sell his merchandise, and the other day this lady 
upstairs turned down exactly the same thing—“I am sorry, that is 
commutation.” 

Senator Proxmiee. All I can suggest is in these cases if you put 
a as much as you can in the position of the Internal Revenue 

ureau and then suggest to us laws that might make it easier for 
them to collect the revenue that is due them fairly and equitably and 
honestly from everyone, that is the kind of suggestion we would like 
to get from you. We are well aware of the kind of criticism that you 
make and undoubtedly there is lots of unjustice there, but until we 
can reduce it to some specific bit of legislation, we are kind of help- 
less as far as assisting you. So that if you can think about this and 
come back with any kind of legislative suggestion, it would be very 
gratefully received. 

Mr. DrePasquate. The reason I came down here is because I know 
you are openminded, you do very good work and we need men down 
there like you to take the bull by the horns and bring about actual 
results because for 37 years, in my experience, only in the last couple 
of years have we had a Republican administration—I am not blaming 
the Republicans or Democrats—but we are having examination we 
never had before and never dreamed about—they have no faith in 
taxpayers. They believe what they make but don’t believe what they 
spend. “That is something ridiculous to spend,” they say. “I believe 
you made thousands of dollars, but I don’t believe you had that 
expense. 

enator Proxmire. From a man with your background and experi- 
ence, having worked with as many taxpayers as you have, this kind 
of testimony is interesting and important to us, and we are very grate- 
ful to you for giving it to us. 

Mr. DePasquate. That is why I suggested it. 

Senator Proxmire. Thank you very much. I guess this is the end 
of our hearing, and I want to express the gratitude that I am sure 
that the whole committee will feel when they read this testimony, that 
it has been extremely helpful. We have had some top-flight people 
who have appeared here, and everybody who has appeared has been 
very sincere and I think has made a real contribution to our under- 
standing of the problems. I feel that on the basis of the testimony 
that we have, it will be possible to arrive much more easily at an 
omnibus small-business tax relief bill that can give small business the 
kind of tax relief they need. 
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I want to call attention to the fact that this record will be kept open 
to receive any additional statements that may be submitted within the 
next 2 weeks. 

I want to thank all of you gentlemen who appeared for your testi- 
mony and for the time you have taken out of, almost every case, a 
very busy life. 

Thank you very much, and I want to thank Senator Thye for his 
very helpful appearance here today and Staff Member William Erick- 
son, and of course, Staff Member Wiley Messick, who is still here, and 
who have been very helpful to us, and so I adjourn this meeting of the 
Senate Select Committee on Small Business. 

(Whereupon, at 4:15 p. m., the Senate Select Committee on Small 
Business was adjourned.) 

(Following are statements subsequently submitted to the committee 
for inclusion in the record :) 


STATEMENT OF RoperIcK H. RILEY, CONSULTING ECONOMIST, MILWAUKEE, WIS. 


My name is Roderick H. Riley and my business address is 740 North Plankinton 
Avenue, Milwaukee. I am a consulting economist and have been in practice 
here during the past 4 years. My professional training was at the University 
of Wisconsin, where I received the master of arts degree in 1932 and thereafter 
completed my studies for the doctorate in economics. I have taught economics 
at 3 universities, serving as a professor on the graduate faculty of 2 of them. 

Currently I am a consultant to the President’s Committee on Scientists and 
Engineers and to the Midwest Research Institute, of Kansas City. During most 
of the period, 1939-53, I was employed as an economist by the Federal 
Government. As economic advisor to the Small Defense Plants Administrator 
and also earlier, on the Secretary’s staff at the Department of Commerce, I 
was for some years professionally concerned with the economics of small 
business. 

The committee’s invitation to appear here today is greatly appreciated. I 
propose to confine my testimony to certain general aspects of Federal taxation 
of small corporations, and will not go into the.tax situation of unincorporated 
business. 

Let me begin by stating that I have myself come to the conclusion that there 
is a strong and valid case for further moderation of Federal taxation of small 
business. This view is based upon the experience I have had in actual small- 
business cases during my Government service and on my study of many aspects 
of the subject, study that has included the evidence set forth in hearings such 
as these. My practice here has not been among small business as such, but it 
has brought me in contact with additional situations of the same type and given 
rise to the same sort of difficulties as those with which my earlier experience 
had made me familiar. I am confident that the testimony the committee will 
hear in Milwaukee today will corroborate that which has already been received 
during previous hearings in other parts of the country. 

The heart of the matter, as I have come to recognize it, is that small business 
does not have the staying power that larger business has. It cannot last out 
adverse external forces and it cannot survive as long a period of mediocre manage- 
ment as large, established enterprise can. Yet small business is not inherently 
inefficient. One authority, indeed, Professor Hosmer of Harvard, estimates that 
fully 10 percent of manufacturing corporations employing fewer than 100 per- 
sons have managements of caliber comparable to the best in the country. One 
may wonder how much higher a proportion could be ascribed to larger corpora- 
tions. And when we read expert findings that it is poor management rather 
than inadequate financing that underlies most small-business failures, we may 
ask how much greater the failure rate would be among larger companies if errors 
of management were not cushioned by financial resources that give them time to 
get back on a sound basis. 

The consequence of this state of affairs is that the complaints heard from large 
business concerning the impact of Federal taxation are heard with redoubled 
force from small business. For whereas a large, established company may find 
“its wind knocked out” by adverse developments, complicated by heavy taxation, 
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a small business may quite literally have its very life knocked out under blows 
that are proportionately no more severe. 

This, I believe, must be the committee’s starting point and the foundation of 
its recommendations for changes in the tax laws. The inherent disadvantage 
smali business suffers because of its very size should be recognized throughout 
as the justification for mitigating the burden of taxation on small corporations. 
It is not a matter of “ability to pay,’ as some critics of any graduation in the 
corporation tax insist; it is a matter of fairness and of the public interest. 

It simply does not accord with our ideas of fairness if the tax laws operate 
so as to deprive a struggling small business unnecessarily of a reasonable oppor- 
tunity to recover from the consequences of factors that are beyond its control 
or that are correctible. And it is hardly in the public interest to hamper the 
successful small business unnecessarily in expanding on the basis of its demon- 
strated ability. 

Yet the characteristics of small business frequently lead to just these results. 
Not only does small business lack substantial reserves to fall back upon; its 
earnings typically fluctuate more widely than those of large, established enter- 
prise, so that reserves are both harder to build up and more likely to be needed. 
The competitive advantages of small business, moreover, are often closely linked 
to the personal factor and this, in turn, is likely to be associated with a relatively 
low flow of cash from depreciation allowances to supplement after-tax income. 
Where the individual company has had typical difficulty in securing adequate 
capital, this is likely to be especially true. For all such reasons as these, more- 
over, small business does not enjoy nearly as satisfactory access to the capital 
markets as does large, established enterprise. And lack of capital on appropriate 
terms may prevent even a successful small business from expanding to take full 
advantage of its demonstrated sales potential. 

I am confident that this committee agrees it is entirely appropriate that taxa- 
tion should, so far as feasible, be tempered to offset the disadvantages suffered by 
small business because of its size, rather than be permitted to accentuate them 
unnecessarily. The Nation cannot afford, particularly at such a time as this, to 
lose the contribution that historical experience shows can be made by small busi- 
ness if it is enabled to survive and to grow. 

For a good many years now, the Congress has recognized the need to take 
account of these basic disadvantages of small business. It has done so by taxing 
corporation earnings below $25,000 at lower rates than apply above that level. 
This has been sound policy. Indeed, if the phrase, ‘“seedbed of American enter- 
prise,” is to be taken at all seriously, it is incumbent on the Congress at the very 
least to protect the small business “seedbed” from unfavorable factors that would 
prevent the emergence of strong “seedlings” capable of improving the strain. 
Without this differential treatment, I wonder how many small corporations we 
would have today, or how many of those that have grown to substantial size 
during recent years would have survived to enjoy such growth. 

The question now, therefore, is what additional relief for small business is 
called for under today’s generally higher burden of taxation. Impressive evi- 
dence has been presented that the current tax differential does not go far enough 
to relieve small business of the inherent disadvantages of its size. How much 
further the present differential should be carried and how this shall be done is of 
course subject to considerable differences of opinion. 

I should like to touch first briefly on how relief should be granted. A large 
number of proposals have been made, many of them highly ingenious, for the 
relief of small business from one effect or another of present taxation through 
changes in the rules and regulations. These are proposed either as substitutes 
for or as additions to changes in the normal tax rate or the level of exemption or 
both. 

Two main observations concerning such proposals seem in order. First, they 
must be relatively numerous if they are to deal with all the ways in which taxa- 
tion affects small business adversely. Indeed, many of them must seek by mutu- 
ally opposite means to relieve the small business situation. For example, some 
proposed changes in the rules would assist small business to retain earnings for 
corporate expansion, while others would have the opposite effect of promoting 
greater distribution of earnings under conditions to attract additional equity 
capital. 

Second, not only would adoption of this as the basic approach lead to a pro- 
liferation of special rules, exemptions, etc., that would make the tax statutes 
and regulations even more complicated and confusing than today, but there would 
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always remain situations that required yet another modification to provide equally 
warranted relief. 

In view of these aspects, it seems clear that the principal method of providing 
further tax relief to small business should be through modification of the normal 
tax rate and the level of exemption from surtax. Modification of the rules may 
be found necessary in some instances to supplement such changes as these, but 
if emphasis is placed on the normal rate and the standard exemption, these other 
modifications can be kept within workable limits. 

The proposals that appear to me best suited to provide necessary relief are 
those that would, in general, reverse the rates of the normal tax and the surtax. 
Such a reversal would maintain the present combined rate above the level of 
exemption from surtax, but would provide a significant reduction below that 
level. The normal tax would be reduced to equality with the first step above 
the base rate of the individual income tax, which is the schedule, of course, un- 
der which unincorporated business is taxed. 

Such a reduction in the normal rate from 30 to 22 percent would result in 
a 27-percent cut in taxes up to the $25,000 level of earnings. I would point out, 
however, that this proposed change has a maximum benefit of only $2,000, which 
is the difference between 30 percent and 22 percent when applied to $25,000. 
Above this level the combined rates would total as much as at present, or some- 
what more, according to the specific bill in question. It is clear to me, as I am 
sure it is to this committee, that a tax reduction of 27 percent can be of very 
great significance indeed to the small corporation that is barely holding on. 
But I question whether such relief, when limited to $2,000, is going to make a 
significant difference to the corporation that, while still small, is well above the 
level of $25,000 in before-tax earnings. 

At least one bill now before the Congress would remedy this inadequacy by 
raising the level of exemption from surtax from $25,000 to $50,000. Representa- 
tive Reuss will probably describe his bill, which would do this, when he appears 
before the committee today. There is much to be said for such a basic change as 
this, particularly in light of the inflation of prices that has taken place over the 
years since $25,000 was first established as the level above which earnings are 
taxable at the maximum rate. As proposed by Mr. Reuss, with the surtax in- 
creased to 32 percent, this amendment would carry relief of 27 percent or more 
as high as the $75,000 level of income rather than only to $25,000. The amount 
of relief would not dwindle to $2,000 until the level of $425,000 was reached; it 
would vanish at $525,000. 

The exact degree of additional tax relief that should be granted small business 
is a matter that must, of course, be determined in light of all the evidence. It 
is reasonably clear, however, that the necessary framework is provided by the 
Reuss bill and those similar to it. This committee’s recommendation of a rela- 
tively simple amendment can cut through to relieve a host of difficulties besetting 
small busines that are intensified, in many cases unendurably so, by present taxa- 
tion. And a clean-cut approach can help the legislative committees keep their 
attention focused on the central issue, that of dealing as fairly as possible with 
small business in light of the disadvantage of smallness itself. 

This concludes what I have to say except for the one remaining matter of 
making up the loss of revenue that would result from reducing the tax on small 
business. The chairman of today’s hearing, Senator Proxmire, has asked wit- 
nesses, in light of the recently changed budgetary outlook, to give this aspect 
their special attention. 

It may be noted that the Reuss bill, like most of the others that would reduce 
the normal tax, provides for an increase in the surtax to prevent any appreciable 
net loss of revenue. The result of such a change in the tax structure would 
accordingly be to shift part of the tax bill from small corporations in general 
to large ones in general. 

The committee recognizes, of course, that while this feature makes each of 
these bills a self-contained “package” measure, there is no compelling logic that 
requires the revenue loss to be made up in this way. Indeed, despite the budg- 
etary considerations referred to by Senator Proxmire, I venture to say that 
today—in contrast to the situation some months ago, when these measures were 
introduced—the whole question of whether the revenue loss should be made up 
at all is an open one. And it may remain open for some weeks to come. 

There are deflationary factors in the economic recession that is now plainly 
underway that may prove more powerful than the prospective increase in the 
Federal budget can offset. If so, the United States may find it necessary to 
do what Canada, effective January 1, has already done—namely, reduce taxes 
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in order to stem and reverse the decline of sales, production, and employment, 
This may be paradoxical in light of the budgetary implications of the growing 
disclosures of serious inadequacies in our defense, foreign aid, and educational 
programs. Such a possibility, however, cannot as yet be completely ruled out 
of consideration. 

I trust, therefore, that, in asking witnesses to recommend alternative sources 
of revenue, the committee intends only to include in its report reference to a 
number of such sources. In my judgment it would be most questionable to rec- 
ommend any source as uniquely appropriate, or even to assume that the revenue 
loss must necessarily be made up. The committee has heard a number of well 
qualified tax experts and will be hearing more today, including Professor Groves 
of the University of Wisconsin. Their testimony concerning the potential sources 
of compensatory revenue may be drawn upon very effectively. The committee 
may thereby be enabled, in offering its recommendations, to make clear that 
entirely adequate sources are available, to be tapped as tax policy and the eco- 
nomic situation may require. 


STATEMENT oF B. E. BrRonsToN, or B. E. Bronston & ASSOCIATES, MIAMI BEACH, 
Fra. 


SUGGESTIONS FOR CHANGES IN INTERNAL REVENUE CODE FOR BENEFIT OF SMALL 
BUSINESS 


1. Many people who invest in real estate are small investors. If an investor 
in real estate sells more than a very few vacant lots or parcels of land the 
Internal Revenue Service has contended and the courts have held that the prop- 
erty was held primarily for sale to customers in the ordinary course of business 
and that the gain is ordinary income and not capital gain. Some courts have 
stated that if the property is not productive of income or if it is not acquired 
for the purpose of producing income, the inference is justifiable that the prop- 
erty was held primarily for sale in the ordinary course of business, so that 
the gain is ordinary income and not capital gain. Let us compare this with 
investment in securities. Certain corporations plow back almost all of their 
earnings, paying no cash dividends. Stocks of these corporations are purchased 
for enhancement in value. When the investor in such stocks sells them his 
gain is considered capital gain, even though he may sell a number of such stocks. 
On the other hand an investor in land producing no income is likely to have his 
gain treated as ordinary income if he sells a number of parcels. This is dis- 
crimination. It is recommended that the definition of a capital asset in the 
Internal Revenue Code be amended so as to provide that the fact that property, 
real or personal, tangible or intangible, is not productive of income or the fact 
that such property is acquired for its prospective enhancement in value, rather 
than for the production of income, shall raise no inference that the property is 
held primarily for resale in the ordinary course of its owner’s business. 

2. Under the Internal Revenue Code, a dealer in certain securities may stil] 
be an investor in other securities. The gain realized by a securities dealer in 
his investment securities is considered a capital gain if within 30 days after 
acquisition such investment securities are clearly identified in the dealer’s 
records as securities held for investment and are not thereafter primarily held 
for sale to customers in the ordinary course of business. A dealer in securities 
is taxed at ordinary income rates on the securities which he holds as a dealer 
but is taxed at capital gain rates on the gains which he makes on securities 
which he identifies as securities held for investment. However, if a taxpayer 
is once identified as a dealer in real-estate subdivision lots, then, generally 
speaking, he is taxed at ordinary income rates on the gains he makes on the 
sale of all subdivision lots, without any distinction between the lots held as a 
dealer and the lots held for investment. This constitutes discrimination against 
real-estate dealers and in favor of securities dealers. It is recommended that 
the Internal Revenue Code be amended so as to give the same favorable treat- 
ment to a dealer in real estate as is given to a dealer in securities. 

3. In many parts of the country a number of different investors form a 
syndicate to purchase real estate, frequently because no one of the investors 
is financially able to purchase the land by himself. A very convenient way to 
handle such a transaction is to take title in the name of a bank as trustee for 
the investors. However, under the Treasury regulations and certain decisions, 
the trust so created may be classified as an association which is taxable as a 








corpor 
i corpor 
| them 
a prov 
not be 
than 1 
' more 1 
ed 
with 1 
partne 
corpor 
: small 
i 5. T 
on ma 
stockh 
the st 
forme’ 
too ge 
busine 
dragni 
constr 
year ¢ 
busine 
the aj 
the aj 
The a 
trap. 
made 
in sco 
share] 
stock 
the la 
unless 
cent. 
famil) 
of tin 
6. 7 
be git 
cases 
conce) 
it wol 
atas 
te 
owne!l 
intere 
great 
aecou 
them, 
Amer 
of su 
Such 
busin 


STATE 


Mr. 
Walt 
brewe 
We a 
State 
other 
they | 

Th 
small 
of th 


|= 


TAX PROBLEMS OF SMALL BUSINESS 1513 


corporation. If the trust makes a profit, this is taxed to the trust once at 
corporation rates and when the beneficiaries receive the money, it is taxed to 
them again as dividends at ordinary income rates. It is recommended that 
a provision be added to the Internal Revenue Code providing that a trust shall 
not be deemed an association or taxed as a corporation if it does not have more 
than 10 investors or beneficiaries and if there has not been invested a total of 
more than $500,000 in the assets of the trust. 

4. The President’s Cabinet Committee has recommended that corporations 
with 10 or fewer stockholders be given the option of being taxed as if they were 
partnerships. This would prevent stockholders in a business, which was in- 
corporated for sound business reasons, from being double taxed and would help 
small businesses. 

5. The collapsible corporation law as it is now written creates a hardship 
on many small businesses. This law taxes as ordinary income the gain to the 
stockholders of certain corporations on the sale of their stock and the gain to 
the stockholders on the liquidation of these corporations. These gains were 
formerly taxed at capital gain rates. The collapsible corporation law is far 
too general and is vague in many particulars. As a result, small incorporated 
businesses do not know exactly where they stand and are often caught in the 
dragnet of this law for no good reason. By way of example, if an individual 
constructed a small apartment house, operated it for a few months, and sold ita 
year after it was built, his gain would be capital gain. On the other hand, if his 
business was incorporated and he sold the stock of his corporation a year after 
the apartment house was built, or if he liquidated his corporation a year after 
the apartment house was built, his gain would be taxed as ordinary income. 
The average small investor is not sufficiently tax conscious to keep out of this 
trap. It is suggested that a careful study of the collapsible corporation law be 
made and that certain portions of it be rewritten so that it will be less broad 
in scope and very definite in language. The present law does not apply to a 
shareholder unless he owned more than 5 percent in value of the outstanding 
stock of the corporation at a certain time. It would help small businesses if 
the law should be changed to read that it would not apply to a shareholder 
unless he owned more than 10 percent in value of said stock rather than 5 per- 
cent. This change should not be a radical one in view of the very strong 
family attribution rules. It would also help small business if the 3-year period 
of time provided for in the law should be reduced to 2 years. 

6. The President’s Cabinet Committee recommended that a decedent’s estate 
be given the option of paying the estate tax over a period of up to 10 years in 
cases where the estate consists largely of investments in closely held business 
concerns. Such a law would be very helpful to many small businesses, because 
it would not become necessary to liquidate the business or any portion thereof 
at a sacrifice in order to pay estate taxes. 

7. In order to provide for the continuity of a business after the death of its 
owner or a partner or a stockholder, and in order to keep from sacrificing the 
interest of the owner, partner, or stockholder, it is necessary that there be a 
great deal of lifetime estate planning. This requires the services of attorneys, 
accountants, and insurance men. The expenses of these services, or most of 
them, were formerly considered personal expenses and not deductible. The 
American Bar Association has suggested a law to the effect that the expenses 
of such planning, including professional fees, be deductible as ordinary expenses. 
Such a law would encourage proper planning and would be helpful to small 
businesses. 





STATEMENT OF WALTER J. MATT, PRESIDENT, THE WEST END BREWING Co., UTICA, 
mds 


Mr. Chairman and members of the Small Business Committee, my name is 
Walter J. Matt. I am president of the West End Brewing Co., Utica, N. Y., a 
brewery which my family is majority stockholder since its founding in 1888. 
We are members of the Brewers Association of America, and the New York 
State Brewers Association, but I speak for neither trade association nor any 
other brewery. However, I have talked to any number of brewers our size and 
they are in wholehearted agreement with me. 

There is no doubt whatever that many small breweries, just like many other 
small businesses, are struggling for existence. I understand that the purpose 
of these hearings is to attempt to find ways to help small business by distribut- 
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ing the burden of taxation more equitably. I sincerely hope that you find a 
solution to this difficult problem. 

I have come here today to state my opposition to a proposal before you which 
would reduce the Federal excise tax rate on beer by $2 per barrel on the first 
100,000 barrels sold each year by every brewery in the United States. 

The West End Brewing Co. sells about 450,000 barrels of beer annually. It 
might be classified as a medium-size brewery. Although this committee is con- 
cerned with aiding small business, I am certain its members would not recom- 
mend a tax change that would be ruinous to medium-size breweries even if it 
were beneficial to small breweries. This tax proposal, I am convinced, would 
not be. I believe I can show you why this proposed change in the excise tax 
rate on beer will hurt the small brewery and be disastrous to the medium-size 
brewery such as ours. 

Because of my concern over this unusual proposal, I have studied the argu- 
ments advanced over the years by its proponents. I have been unable to find 
any explanation as to what would happen to the $2 per barrel reduction, that 
is whether the $2 will be retained by the brewer, or whether a portion of the 
$2 will be passed on to the wholesaler who, in turn, will pass on a portion to 
the retailer. 

Inasmuch as the proponents have chosen to ignore this basic and vital ques- 
tion which arises as the result of the proposal, I shall take the liberty of at- 
tempting to provide the answer. 

At this point, I believe it would be helpful if we translated this proposal into 
terms more familiar to you. The Federal Government imposes a tax of $9 
on a barrel of beer containing 31 gallons. But beer is not sold only in barrels. 
About 20 percent of it is sold on draught in half barrels, quarter barrels and 
eighth barrels. The other 80 percent is sold in bottles and cans. Because of 
the predominence of packaged beer, we believe it would be more understandable 
if we refer to the $2-per-barrel tax cut as a reduction of 141% cents per case of 
twenty-four 12-ounce bottles or cans. 

A study of the Brewers Almanac published by the United States Brewers 
Foundation, reveals that there has never been a two-step rate imposed on beer 
by either the Federal Government or by any State. Neither to my knowledge, 
has there ever been such a two-step rate imposed on any product, i. e., part of the 
sales of a product taxed at one rate and part taxed at another rate. Even 
though we have no precedent to go by, years of experience in the brewing industry 
and familiarity with the operating methods of breweries, enables me to arrive at 
answers which, I believe, are difficult to disprove. 

Unquestionably, the small brewery and, in fact, all breweries, would like to 
keep the $2 per barrel or 14% cents per case. Frankly, if I thought every 
brewery could and would retain this refund of up to $200,000 annually, I would 
be urging the adoption instead of the defeat of this proposal. There is no 
question that such a windfall would be most welcome and of tremendous help 
to the many small breweries which are struggling to stay in business. In fact, 
$2 per barrel is more profit than most breweries have ever made. 

I am convinced that the proponents favor this proposal only because they 
believe they would be able to retain the entire $2 per barrel. In my opinion, 
this is nothing more than wishful thinking. 

The only way to be sure that every brewery retains the 14% cents per case 
would be for all breweries to agree to hold on to it. This, as everyone knows, 
would be a violation of the antitrust laws. Even if it were lawful for breweries 
to enter into such an agreement, there are economic forces at work which would 
defeat such a plan. The most powerful of these is the desire of the beer whole- 
saler and retailer to be financially successful. Beer wholesalers and retailers, 
generally speaking, are also small-business men who are being squeezed between 
the rising price of beer and the refusal of the consumer to pay more for this 
product. 

If this tax proposal were adopted, there is no question but that beer wholesalers 
and retailers would demand that the windfall be passed on to them. They would 
play one brewery against another until everyone, in order to hold on to his 
business, would pass on the 1414 cents per case. The only ones who would not 
pass on the 14% cents are the large brewers. When the maximum any brewery 
could pass on—$200,000 annually—is divided by the sales of the large brewery, 
the amount per case is too small to pass on. For example, a brewery selling a 
million barrels annually could pass on only about 1% cents per case. Unques- 
tionably, the large brewery will keep the $200,000 and probably use it for 
advertising purposes. 
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It is of little interest to me what the large breweries would do if this tax 
proposal were adopted. We are concerned with what the small breweries with 
which we compete would do and what we would be forced to do to meet 
competition. 

Our company, unlike some medium-size breweries, is surrounded by small com- 
petitors. Within a radius of 100 miles there are 6 breweries each of which sells 
less than 100,000 barrels annually. These breweries, whether or not they wanted 
to, would be forced to cut their prices 14% cents per case. Our brewery would 
then be in the position of having to meet a price cut subsidized 100 percent by 
the Federal Government while any price cut we could make would be subsidized 
to the tune of 314 cents per case or only a 22-percent subsidy. A 200,000-barrel 
brewery could reduce its price 7% cents per case; a 300,000-barrel brewery, a 
little less than 5 cents; and a 400,000-barrel plant, a bit more than 3% cents. 

One doesn’t need a crystal ball to realize what this tax proposal would do to 
our company as well as to all breweries from about 150,000 to 500,000 barrels. 
We would be forced out of business; but those of us who are strong enough 
financially would probably hold out long enough so that we would take many 
small breweries down with us. Price wars would be going on constantly and the 
large regional brewers would undoubtedly be forced into the battle for business. 
It would be a sad day for the brewing industry if this tax proposal ever goes 
into effect. 

It should be borne in mind that the competitors of the small brewery in order 
of competition are: (1) Other small breweries, (2) medium size breweries, (3) 
large local and regional breweries, and (4) national shipping breweries whose 
products are sold at a premium price. 

There are, of course, exceptions. When a small brewery is isolated, its chief 
competitors are probably the large regional breweries and the national shipping 
breweries. There are only a few suth cases. 

In view of the foregoing, it is difficult to understand one of the reasons ad- 
vanced by the proponents of this proposal. In effect they say that the small 
brewer would be helped by this tax because the Federal Government now 
receives a smaller percentage of the price of the national premium-priced beers 
than it does of the price of the beers of the small breweries. How this proposal 
would give the Federal Government a higher percentage of the price of the 
premium-priced beers is not explained. Nor is it explained how, if it did give 
the Federal Government a higher percentage of the price of the national brands, 
this would help the small brewery. If the proponents believe that small brewers 
would be helped if the percentage of their price that goes to the Federal Govern- 
ment in taxes were lowered, that can be accomplished by the simple means of 
raising prices. 

It does not appear to me that a change in the method of imposing an excise 
tax on beer will help the small brewer. To the contrary, I can see nothing but 
harm coming from the proposal to tax the first 100,000 barrels sold annually by 
each brewery at $2 less per barrel than the additional sales. Nevertheless, I am 
eonvinced that Federal tax policy can and should be revised to help small 
brewers as well as all small business. These ideas are not new but I respectfully 
suggest that you recommend to the Senate the following: 

1. All companies be permitted to write off or depreciate equipment, either new 
or used, as rapidly as the company desires. This would encourage modernization 
of plants. 

2. Reduce the corporate income tax rate at least on the first $25,000 of net 
income, and also on the next $75,000 if possible. 

And, to increase the overall consumption of beer which would be most bene- 
ficial to small breweries, especially those who are not making money, reduce 
the Federal excise tax on beer from its present level of $9 per barrel to $6 per 
barrel, its pre-World War II rate. At the very least, the rate should be allowed 
to revert to its pre-Korean war level of $8 per barrel on July 1, 1958 in accordance 
with the law. 

Thank you, Mr. Chairman and members of the committee, for this opportunity 
to present my views. 





STATEMENT OF JOSEPH E. WEINGARTNER, COMPTROLLER, THE ForRT WAYNE 
ENGRAVING Co., Fort WAYNE, IND. 


In reviewing my notes of the hearings conducted on November 12, I noted these 
advantages to big business and disadvantages to small business. Large business 
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average profits after taxes are 9 to 10 percent whereas small business taxes leave 
only a 4- to 5-percent profit. In big business this allows an adequate margin for 
good dividends and a reserve for adequate future operating capital. Small 
business on the contrary must decide whether to pay a dividend or keep enough 
for growth and development in the future. Small business cannot do both. 

Also another advantage of big profits, large business can operate and develop 
out of current operating capital whereas small business must face the added 
deficit of borrowing money and paying prohibitive interest rates not just for 
development and expansion but sometimes just for the mere privilege of con- 
tinuing in existence. Admittedly large business does borrow on a tremendous 
scale but let us realize it does so not from necessity but more to avoid paying 
excess profits tax on retained earnings. 

As a result of this tremendous differential in operating capabilities the growth 
and development of big business has gone continually upward and the growth and 
development of small business has become stunted, thwarted, and denied. 

Large corporations have a first slice at Government contracts. Our own ex- 
perience has been this. We have been sublet bids on contracts that have been 
sublet 2 or 3 times away from the original Government source. Each agent who 
sublets along the way charges so much for handling and at a rate of 10 percent 
per sublet we arrive at a figure 20, 30, or 40 percent higher than our original 
quoted price because everyone gets a percentage for handling. Now, let us not 
misconstrue my meaning. Everyone should get paid for handling. But the 
Government should come direct to us and get the best price for the same product 
rather than going through 3 to 5 sublet contracts which increase the price out 
of all proportion. 

We have had a chance at some Government contracts but there are many 
others we have been refused a bid on. In oyr locale when we bid on a job we 
bid in competition with 2 or 3 other houses in the area. When we bid on a Gov- 
ernment job we compete with a hundred or a thousand other bids all over the 
country. Is this necessary? Should not bids be restricted to a certain area so 
that price advantages and disadvantages might remain the same? We pay a 
high union scale of wages. Are we to bid against a company who has a much 
lower economic level due to the fact that it operates in a different area? Re- 
member this; if we operate more expensively than other companies, so also we 
pay more taxes than others not only as a company but also as a group of indi- 
vidual employees within that company. and hence contributing more in taxes to 
the Government should we not be given at least a slight consideration in bidding 
for Government contracts? The only consideration small business can ask is that 
bids on Government contracts be kept within an area of the country preferably 
within a State. In that way a small business will at least feel that an effort 
has been made to allow competitive business to exist as far as Government 
contracts go. 

Government research projects seem to be developed at a tremendous cost to the 
public only to be turned over to big business. It is admittedly true that big busi- 
ness is best equipped to develop these projects but it is also admittedly true that 
the results of expenditures of public money have been used to benefit a segment 
and not the whole of business. Let us then give a comparable benefit to the rest 
of business or a higher tax rate to those who receive these advantages. 

I have a note on the inadequacy of the antitrust laws. Two years ago I had 
the good fortune to be in a position to buy a new ear. I priced the three small 
cars, Plymouth, Chevrolet, and Ford and found that in an area of 100 miles there 
was no more than a $20 differential. In buying materials for the company we 
order from 11 different supply houses which handle hundreds of different brand 
names and yet if you buy a material to do a certain job you pay the same price 
regardless of brand name or source of supply. Is this antitrust? 

Big business has cornered its share of the market and having done so it can 
pass increased cost in labor, materials and taxes on to the consumer without 
fear of competition. Small business on the contrary, fights a continuous battle 
with many competitors all able to supply the same product and only the most 
igenious cost planning, sales promotion, marketing and price cutting can obtain 
a reasonable share of the market for an enterprising small business. 

There have been consistent shouts for a living wage for the employee and 
Congress has made a minimum wage law for many. What are we going to do 
about a living wage for small business? An employee does his one job, collects 
his money and forgets his worries when he leaves work. Small business must 
master the arts of production, cost accounting, management, sales, marketing, 
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tax accounting and commercial law. Surely there should be a greater reward 
than a 4- or 5-percent profit after taxes. 

Another note that I have is this. “Pension plans in large corporations are 
nontaxable.” This is a wonderful plan and most encouraging for a person’s 
future security, but what advantage can you give comparable to the small- 
business man who cannot afford a pension plan paid for by nontaxable moneys? 
All right, Congress has given something wonderful to some of the people but it 
is unjust to benefit a segment without a corresponding benefit to the rest of 
the people. Let us bear these inequities in mind and not so to envy those who 
have gained but only to bring all the high plateau congressional law has gained 
for a few. Reasonable taxation in my mind, is taxation wherein there is a 
reason for every tax and a just balance of advantages and disadvantages for 
everyone, for every segment. This means that it is wonderful to give certain 
groups tax-free priveleges in pension and capital gains, etc., but we must keep 
in mind that justice always and at all times precedes charity and hence all 
tax advantages to any special group should be offset by tax advantages to all 
other groups. 

Many of the business men advocated special tax privileges for small business, 
others advocated that the tax structure be changed so that each business should 
pay not only according to net profit but also according to total sales. An 
important point to remember is that a business is not a profitmaking business 
if it cannot accumulate money for new equipment as the old wears out, ac- 
cumulate money to take advantage of new developments within its industrial 
scope, accumulate a nest egg against future recession, pay its taxes and have 
a reasonable return on investment to its owner or owners. Believe me, no small 
business can accomplish these ends on a 4- to 5-percent profit margin. 

Estate taxes are high and settling estate taxes in a closed corporation has 
eaused the failure of some business concerns. Some of the men at the hearing 
advocated spreading the estate tax over several years. Many of the witnesses 
at the hearing stated they thought it would be equitable to pay interest on 
estate taxes if payment were allowed to be carried over several years. I do 
not agree with this. First of all we fall into the error of assuming that all 
tax is the same and hence should be paid to the Government in the same way. 
Let us rid ourselves of this misconception. ‘state tax is different from 
yearly Federal tax in this respect, one is contingent upon earnings from which 
earnings the tax may be paid. The other is contingent upon a man’s death and 
actually is a tax on kindness because the man in question was kind enough to 
leave something to his heirs. Actually it is double taxation, a tax on the earn- 
ing it took to accumulate your holdings and a tax for the privilege of passing 
your holdings on to your heirs. So, getting back to the first point, estate tax 
is not the same as any other tax because it is not based on the same con- 
tingencies and contingency is a rude word to use for a man’s death and a 
family’s bereavement. Recognizing this fact, the payment of estate tax should 
be allowed to be paid over a period of time without interest penalties and the 
time should be determined by the size of the estate and the individual’s ability 
to pay. 

Some of the witnesses who gave testimony suggested no taxes for first 5 years 
for business capitalized under $50,000. This could be good and bad. I have 
in a previous letter stated reasons why new business should be encouraged 
but we must also take into consideration the pitfalls of such an allowance. 
Obviously there would be those unscrupulous people who would start a new 
business under a new name or a new product every 5 years just to avoid 
paying taxes. As great a part as taxes play in the current economy this is 
certainly feasible. And so with a tax advantage of this sort laws must also be 
initiated to prevent abuses. 

Another inequity which was brought up is the one in which nontaxed chari- 
table workshops compete with regular businessmen. Is would seem that since 
a charity is given the advantage of tax-free income it should be restricted to 
activities not in competition with taxpaying business and conversely any chari- 
table institution which undertakes productive work which is in competition 
with a taxpaying business, should be taxed accordingly. 

A most interesting statement came from Mr. Goodrich of Indiana Telephone 
by way of his representative in bringing forth the fact that anything bought 
last year would cost more this year and since depreciation is based on last 
year’s cost and since cost has risen we do not have adequate depreciation as 
represented by replacement cost and so consequently we are actually paying 
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taxes on capital and profit instead of profit alone. He concluded that depreci- 
ation of 1945 assets only replaces one-half of cost of same assets in 1957. 
Depreciation should cover current replacement cost whether it goes up or down. 

In a normal business a man could take cost plus a profit markup which 
would allow a capital reserve for growth development, replacement, and 
retirement. This would be economically sound. But a small business cannot 
run on ‘economic principles alone. It must meet competitive prices in the 
same field and if the price must be lower to meet competition this difference 
between competition and the economically sound price must be taken from 
profits. Consequently every new business that starts may or may not be 
economically sound and if it is not, if it does not prepare for the future but 
looks only to the present, that economically unsound business works a hardship 
for the whole industry because the rest of the industry must ruin its economy 
to meet the price of competition. And so in small business there is much less 
margin that what is economically sound because a small business by its nature 
does not require as much to initiate. Big business does not have to face this 
economic hazard. 

We have labored so long under the current tax structure that we no longer 
think it exceptional. But it is. Hence each man or business in tax trouble 
should receive special consideration. In time of war and emergency each man 
and each business should of necessity come forth and bear its share of sacrifice. 
But we have been over 10 years out of a major war and more than several 
years from the last clash of arms. And so we taxpayers should be relieved 
of this sacrifice and burden at least to a degree where small business can 
operate with a corfortable margin of profit. If we should drop into the abyss 
of another war now, where would we go to get more taxes to fight that war. 
If you tax business any higher, thousands of them would face economic ruin. 
And also should we who pay the taxes continue this wartime sacrifice for the 
economic good of others in foreign nations? Let us remember again justice 
comes before charity and the money of the people of the United States, by 
justice, should go to their welfare before it goes by charity, to foreign soil. 
Regardless of how many Congressmen have pet projects the first consideration 
should be the pet project of lower taxes for everyone and the best job at 
the lowest cost possible. If we as a country want to indulge in lend-lease and 
charity to others, Dational socialistic programs and any activity outside the 
systematic economic functioning of the Government, then we should give of 
our own free will and not be bound to pay taxes for ideas and ideals we do not 
believe in. 

Thank you for your conscientiousness, diligence, and interest in following 
this long explanation of opinion to an end. 

Please feel free to use either this statement or the one I previously sent to 
you, in any way that might best help the cause of small business. 


STATEMENT OF JOHN A. ROCKWELL, PRESIDENT, ADAMS HOTEL Co., PHOENIX, ARIZ. 


The hotel industry of Arizona wishes to thank you for the opportunity of calling 
to your attention some of the problems confronting them that are caused by 
either existing Federal taxes or laws. 

The hotel industry in this, the baby State, must certainly be classed as small 
business as the largest hotel in the State would be compared as small on a 
national scale. Further, as many of the hotels are operated only the seasonal 
months: the northern section of the State doing business during the short sum- 
mer season, and the southern section doing business at the peak of the winter 
season. Therefore, their operation must be kept small in nature. 

I direct my comments to your committee as the present director of the Ameri- 
can Hotel Association board representing the Arizona Hotel Association and as 
a third-generation hotel operator in Arizona, that knows these problems to be 
statewide. 

As most of the operators in Arizona are small industry operators, the so-called 
convenience rule of the BIR works quite a hardship on these people. An amend- 
ment to the Revenue Code to include meals and lodging of the proprietors and 
partners, that they must use in the operation of their hotel, inn, or ranch, thereby 
putting them on an equal basis with their large incorporated fellow operators. 

To our State, one of the most unfair taxes is the transportation tax. The 
repeal of the tax on foreign travel has put our industry in the position of having 
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to expend large sums of money to combat the profuse travel ads sponsored by 
foreign industry where the American tourist can travel without paying a tax 
on such travel. As Arizona is located a great distance from the populace parts 
of the Nation and distances from common carriers from these parts are such 
that the traveler going to a foreign land can extend his stay there for many days 
for just what the transportation tax would be on his coming to Arizona. 

Because most existing taxes in main were put in effect to discourage wartime 
luxuries, we find that these taxes today work an extreme hardship on the small 
commercial operation. We most heartily recommend that these excises on the 
tools of the trade and used by commercial users be greatly reduced or com- 
pletely abolished on such things as: electric light bulbs, matches, business ma- 
chines, coin operated devices, refrigerators, and the silverware that we place 
at the guests’ table. 

I want to call particular attention to the excise tax known as the cabaret tax. 
This vicious tax has worked many undue hardships on the hotel people of this 
State, as well as our employees and musicians. An operator of an inn, hotel, 
or ranch who attempts to give his customers some of the color and tradition of 
the locale such as cowboy bands and the colorful Mexican groups, can often find 
that he has violated the tax rules of the Treasury Department with regards to 
this tax. 

We must in many cases sit idly by and watch our customers seek entertain- 
ment from irresponsible night club operators who spring up each season and 
avoid just payment of the tax by the simple process of just going out of business 
owing the Government, while our operators will not knowingly be guilty of tax 
avoidance. 

There is no doubt that this tax law should be repealed and should a lower 
substitute tax be enacted, definite equitable rules should be retained to enable 
the Treasury Department to administer it on a fair and equal basis. 

Our industry feels that the tax-exempt organizations offend many organizations 
when they exceed their charter and compete with taxpaying organizations while 
enjoying their tax-free status. We are happy to understand the Treasury De- 
partment is making a point of examining the operation of these tax-exempt 
bodies when called to their attention, and we trust that that Department will 
follow up with assessments against such violators so as to discourage further 
tax-free competition, and that the general public will be able to see the appli- 
cations of any such groups asking for specific exemption. 

I wish to thank you again for this opportunity in behalf of the hotel industry 
in Arizona, as represented by the Arizona Hotel Association. 


STATEMENT OF Dr. Mito A. Youent, NATIONAL MEDICAL VETERANS SOCIETY, 
San Dieeo, CALIF. 


It is our understanding that the Tax Subcommittee is taking testimony on the 
problems of the small-business man. 

Tax relief for the small independent businessman is long overdue. He has two 
terrifying problems: One is how to save enough money to assure a decent retire- 
ment, and the other is how to meet the capital demands of an expanding business. 
Under present confiscatory taxation, it is impossible for him to do either. He is 
at a disadvantage. Other branches of business and industry have “special” tax 
deferments and tax exemptions which permit pension plans and business 
expansion. 

If the independent small-business man is to survive, laws must be passed to 
halt this discrimination. To correct these inequities, Congress should pass— 

1. H. R. 9-10 (Jenkins-Keogh) or similar legislation. 


2. Legislation that will permit greater reinvestment in one’s own business 
of net profits before taxes by tax exemption or tax deferment. 


STATEMENT oF Luctius S. SmitH III, SecreETARY, AMERICAN THRIFT ASSEMBLY 
FoR 10 MittIoN SeLtF-EMpLoYeD, INCc., WASHINGTON, D. C.” 


NOVEMBER 25, 1957. 
Dear Senator SpaAaRKMAN: Under date of July 9 you wrote American Thrift 
Assembly concerning S. 350. Since that time we have subjected that bill to con- 
siderable analysis. Our conclusions are now set forth: 


7 See appendix 2, p. 1554, for additional statement. 
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S. 350 recognizes the discrimination against self-employed small-business men, 
farmers, and professional persons existing under present tax law, and it is a 
proposal to solve the problem by including the self-employed under section 401 
of the Internal Revenue Code. Section 401 permits corporate and other em- 
ployers to obtain immediate tax deductions for their contributions to qualified 
pension (as well as profit-sharing and bonus) plans for their employees while 
permitting employees to defer payment of income tax until they receive benefits 
under such plans. 

The provisions of section 401 (and related section 404) are designed to insure 
broad coverage of employees by plans qualified under section 401 and to prevent 
discrimination in favor of employees who are officers, supervisors, or highly com- 
pensated employees. The sections are administered under complex rules and 
regulations which have been laid down by the Treasury Department. 

The intricacies of the existing law, and the rules and regulations thereunder, 
are not designed to fit a self-employed individual who would be brought under 
section 401 by S. 350. Such an employee, perhaps, would have no employees 
of his own. Under S. 350 such an individual would find himself placed in the 
position of being considered both employer and employee, and faced with rules 
of procedure governing his contributions and benefits which were never designed 
to fit his situation. The same would be true of small partnerships. While S. 350 
provides a means of giving the self-employed an opportunity to benefit from the 
qualified plan provisions, it is believed that from a technical point of view, 
it is a less desirable vehicle for the purpose than the latest versions of the 
Jenkins-Keogh bills (H. R. 9-10). 

Mr. Senator, while the above can be said to be our present position, the Amer- 
ican Thrift Assembly will be glad of any opportunity to exchange further views 
with you and other sponsors of S. 350. What is needed is an equitable amend- 
ment to the Internal Revenue Code that will encourage and assist self-reliant 
individuals to save some of their own money for their old age. American Thrift 
Assembly has avoided a fixed position in order to explore freely all fair and 
responsible proposals toward that end. 

(signed by) Lucrus Samir, III. 





STATEMENT or Max M. KESSLER, VANCOUVER, WASH. 


DECEMBER 3, 1957. 


Dear Senator Morse: According to information from authoritative sources, 
the small-business men of the country are really suffering. 

Many are falling by the wayside in bankruptcy; others, with the good fortune 
of having a financial cushion from former lush years, are fighting a game, but 
losing, battle in the face of adverse conditions. 

By “small business,” I am referring to really small business—in the realm 
of $25,000 to $250,000—not the million-dollar category that is regarded as small 
business in the eyes of the present administration. 

The adverse conditions are not just a result of a downward trend in public 
spending. These conditions are a part of the businessman’s graphic experience 
throughout his career. 

The damaging conditions are a result of the administration’s lack of sym- 
pathetic allowances to the small-business man, in the matter of tax reductions 
and exemptions. These allowances will be all the more necessary, and of im- 
mediate import, in the face of the President’s recent request for the public to 
practice more restraint in spending. 

As a small-business man, I recommend the following additions or deletions 
to the present tax program: 

1. Elimination of all tax on inventory: municipal, county, State, and Federal. 
By “inventory,” I refer to stocks of goods for wholesale and retail sale. There 
are many instances of unfair taxation under the present system. For example, 
a butcher can dispose of his entire inventory at inventory-taking time, and he 
may do $100,000 annual business. He pays no tax on stock. At the same time, 
a shoe store, doing $100,000 annual volume, would have approximately $50,000 
inventory—he would pay in the neighborhood of $2,000 tax on his stock. This 
is an unfair burden to a businessman who, because of the nature of his business, 
cannot reduce his stock without at the same time reducing his volume. 

I believe that all business and professions should be taxed on a basis of net 
profit. 
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2. Greater allowances for travel expense and entertainment for small busi- 
ness. I believe in a standard graduated deduction of suitable proportion. 

Many small-business men, in fact I would say most small-business men, re- 
ceive a great share of business from the friendships and acquaintances they 
make in their community. The more effort that they put into civic welfare and 
public relations, the more their business prospers. Greater funds should be 
allowed toward such efforts. 

Many small-business men deny themselves the necessity and privileges of 
getting out of their local element, and visiting showings and conventions meant 
to inform and improve their business. The reason for this is due to the over- 
bearing tax structure that makes inadequate allowances for small-business men. 
Again, I feel that a standard deduction for entertainment, lodge, and civic ex- 
penditures, as well as traveling and car expenses, be allowed in direct propor- 
tion to the volume of gross business. 

My belief in sufficient standard deductions for small business eliminates any 
expensive, and often deceiving, investigations by tax agents. It also eliminates 
the possibility of an unfair or prejudiced opinion by a tax investigator, to which 
a small-business man, in many cases, has little recourse, without expensive court 
procedure. 

4. A standard percentage deduction allowing a cash reserve fund, as a pro- 
tection for business recessions. 

I submit these as a few of probably many measures that would be of benefit 
to small-business men. 

I submit these suggestions, in response to a recent request for public opinion 
by a prominent Senator. 

(signed) Max M. KESSLER. 


STATEMENT OF GorDON B. FENNER, PRESIDENT, ASSOCIATION OF COMMERCIAL 
Crus, INc., St. PAUL, MINN. 


The Association of Commercial Clubs of St. Paul representing 9,000 business 
firm members, not receiving advance notice of small-business administration 
hearings in Minneapolis, had no opportunity to prepare a statement as to their 
views in regard to taxes, retention of earnings, and Government loans. 

We wish to make our feelings known through this deposition. Five of our 
delegates, Gordon B. Fenner, president, Joseph Latuff, Henry Longbehn and 
Norman Horton appeared at the hearings conducted in Minneapolis November 
13, 1957. 

We hereby endorse the statements rendered by business firms, business asso- 
ciations and others pertaining to the facts that in order to survive small busi- 
ness must have an immediate reduction in taxes, more capital gains allow- 
ances, reduced taxation on inventories, more money allowed for improvements 
and replacement of equipment. Stricter laws governing discounting by large 
corporations, i. e. (such as 40 percent parts discounting by General Motors) 
stricter laws barring large corporations from buying out bankrupt small busi- 
nesses operating them for 6 months at a loss, freezing out smaller competi- 
tors then writing them off as a tax loss; Government allowance for bookkeeping 
done for the Government at the businessman’s expense, easing of loans by small 
business administrations to stop rapid increase of bankruptcies of small 
business. 

We think these hearings by Senators Humphrey, Thye, and Morse and Rep- 
resentative Wier were conducted on a high level of sincerity and fairness. 

The voice of small business thus, was finally heard by Washington, D. C., 
erying out of the wilderness of despair. For that we thank you. 


STATEMENT OF MILTON BERKES, Post Roap Poot & BEAcH CLUB, INC., 
MorRISVILLE, Pa. 


As the manager of the Post Road Pool and Beach Club, Inc., a privately 
owned, small corporation in lower Bucks County, I have been quite concerned 
with the plight of the small-business man, particularly in the field of taxes. 
Now nobody, least of all our little business, thinks that governments can oper- 
ate without tax funds. We are more than willing to pay our share of the 
costs of running our governments and educating our children. However, we 
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are wondering whether some large corporations are getting away with paying 
less than their fair share of taxes? 

Specifically, I am talking about the United States Steel Corp. and their 
large mill here in our area. Being involved in local government, I am in a 
position to know firsthand that the steel corporation is getting away with 
murder as far as local taxes are concerned. Here is a $600 million plant, by 
their own evaluation, paying taxes on a value of only $75 million. I wish we 
could get away with such a favorable ratio. 

The small-business man is struggling to keep his business going while the 
large corporations are reporting record-breaking profits all the time. Since 
taxes are an important part of overhead shouldn’t we also get a break? 

I wonder whether you and your committee can help us in this predicament. 


STATEMENT OF NICHOLAS PASCALE, CHICK-NICK SAN Suppiy, BRISTOL, PA. 


As small-business men we are faced with a major tax problem here in the 
lower part of Bucks County, Pa. About 5 years ago, the United States Steel 
Corp. built the Fairless works in this area and as a result we have had a 
tremendous increase in population over the past few years. 

The increase in population has meant more schools, more fire and police pro- 
tection, more highways, hospitals and social services, and more water and 
sewerage. 

Our taxes have gone up to meet the costs caused by this large influx of people 
and yet the firm which has the major responsibility for the rapid growth of our 
taxes does not carry a fair share of the tax load. 

How do we go about getting the Fairless works of the United States Steel 
Corp. to share in the increased costs of government in this area which they 
have largely created? 

The Bucks County board of commissioners, which sets the assessments of 
this plant has refused to help the local officials who are faced with the problem 
of finding funds to support the schools made necessary by the large influx 
of people, who came largely because of the steel plant. 

What can the Senate of the United States do to help us? 


STATEMENT OF WILLIAM SIRLIN, OF Srr~iIn & LEONARD FUNERAL HOME, 
PITTSBURGH, Pa. 


SIRLIN & LEONARD FUNERAL HOME, 
Pittsburgh, Pa., December 19, 1957. 
SELECT COMMITTEE ON SMALL BUSINESS, 
United States Senate, 
Washington 25, D.C. 

Dear Sir: You will recall that we had some correspondence, beginning with 
my letter to Senator Sparkman August 12, 1957; your reply of August 21, 
1957; my reply to yours of August 27, 1957, and your most recent letter of 
September 17, 1957, in which you said that you would be looking forward to 
receiving my statement for the record. 

Now that the committee is back in session, 30 days in advance of the original 
anticipated date, I am told, I am submitting a statement of how the impact of 
Federal taxation affects me, a small-business man, of whom I am certain there 
are many in this country, and of whom the committee has found to be so numer- 
ous in its hearings around the country. It becomes quite discouraging when 
we have no one in the Senate and House willing to stand up and plead our 
cause, except possibly Congressman Keogh, whose bill H. R. 10, introduced 
January 3, 1957, in which provision is made for tax equity for restricted retire- 
ment contributions (much like those which our corporate brothers enjoy when 
they can deduct the contributions granted to the union members in their bar- 
gaining agreements). Keogh’s plan would give us some measure of encourage- 
ment to which I think we are entitled, especially if the spirit of private pro- 
prietorial enterprise is to be kept alive in this country. 

Some Congressmen, when approached, always duck the issue by confusing 
this kind of tax equity with tax reduction. The issue is quite clear, yet it 
needs the force of intelligent thought applied to the grave injustice that is being 
invoked on the small min in business, who, because of his total numbers of 


something like 2 to 3 million, are suffering needlessly when they can get some 


justice under like that of Keogh’s. 
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An examination of my statement will indicate to your committee, that I 
must pay an economic cost of $2,353 to stay in business, while my corporate 
brothers enjoy their happy state in which they can deduct for contributions 
granted in bargaining agreements, while I cannot. 

Please bring this to the attention of Senator Sparkman and his committee. 

Yours truly, 
WILLIAM SIRLIN. 


(Following are tables accompanying Mr. Sirlin’s statement :) 
EXHIBIT 13 


Summary statement of effects of tax impact on my small business 





(a) Gross (11 months) $71,300 
(O)-Nee Dbefare  Uiiee: aoe Shae R 2c len tec beet eee 14,204 
(o) Dax under present law (80.07 perceiit) 262.6. ncsnceccuckadenn 4,356 
(ad) .3¢: Rees Dimi’ th CSC. iy CER 2o2 se hb ccacdooans 3,648 
(e) Retirement deduction under Keogh plan ~~ ~-------------------~~- 1,640 
(f) My tax saving which would result from elimination of present law 
inequity, by reason of no restricted retirement deduction ~_---~~- 713 
(g) Economic loss to me suffered by reason of inequities in present law— 2,353 


Tax computation 


Present law Keogh plan 
Net income before tax $16, 404 $16, 404 
Restricted retirement contribution 1, 640 
46, 404 14, 764 
Deductions 
Dependent 2 x 600 1, 200 1, 200 
Statutory dependents (limit 1, 000 1, 000 
2, 200 2, 200 
Taxable income 14, 204 12. 564 
Federal income tax 
$2,000 at 20 percent 400 400 
$2,000 at 22 percent 140 140 
$2,000 at 26 percent 520 520 
$2,000 at 30 percent 600 600 
$2,000 at 34 percent 680 680 
$2,000 at 38 percent 760 760 
$2,000 at 43 percent R60 1 243 
$204 at 47 percent 96 
Total_. - 4, 356 3, 643 


1 20 percent of $564 (balance of taxable income under Keogh plan). 


Excess taxration and unallowable deductions under present law 


Retirement contribution____-~ ia a re ee 
Oe Ce RE SII sc. ees esccrasm aceseee aeessn tener esedeniepeeniaan welder 713 
Total economic loss suffered as result of inequitable tax structure 

and inequitable treatment for retirement contributions__.__-_- 2, 35 
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APPENDIX I 
MEMORANDUM FOR WITNESSES FROM THE SENATE SMALL BUSINESS COM MITTEE 


It is suggested that the witnesses consider the following matters in preparing 
statements to be presented to the Senate Small Business Committee in connec- 
tion with its study on the impact of Federal taxation on small business. 

Consider initially whether the Federal tax structure has any effect on small 
business different from that on other segments of the economy. If you believe it 
is different, describe the difference and reasons as you see them. If there is no 
difference in effect, do you believe there should be? How and why? 

Is tax relief necessary? If so, why? What form should it take—(1) overall 
rate reduction, (2) increase in personal exemption, (3) reduction in corporate 
rate, (4) special relief for small business? ; 

There have been many suggestions for small-business tax relief. Would 
you please consider and appraise the following possibilities? 

(1) Permit estate taxes to be paid in installments over a period of years. 

(2) Permit partnerships and proprietorships to elect to be taxed as corpo- 
rations. 

(3) Permit taxpayers to use alternative methods of depreciation provided 
by section 167 of 1954 Internal Revenue Code for used property. 

(4) Permit a proprietor of unincorporated business to be treated as employee 
under qualified pension, profit sharing, or stock-bonus plan. 

(5) Graduated corporated tax rates. 

(6) Permit election of standard deduction for small business. 

(7) Permit deduction for additional investment during taxable year. 

(8) Increase exemption of corporate income subject to surtax. 

(9) Reduce corporate normal tax. 

This memorandum is not intended to limit the testimony presented by the 
witness. It is only used to give direction and continuity, so that each witness 
will give some testimony toward key issues which must be considered by the 
committee. 

APPENDIX II 


MEMORANDUM SUBMITTED BY AMERICAN THRIFT ASSEMBLY FOR TEN MILLION 
SELF-EMPLOYED, INC., IN Support oF H. R. 9 AND H. R. 10, JENKINS-KEOGH 
Brut To AMEND THE INTERNAL REVENUE Cope or 1954, To ENCOURAGE THE 
ESTABLISHMENT OF VOLUNTARY RETIREMENT SAVINGS PLANS BY SELF-EMPLOYED 
INDIVIDUALS, WITH ACCOMPANYING STATEMENT OF THE TAX FOUNDATION, INC. 


I. VOLUNTARY RETIREMENT SAVINGS LEGISLATION FOR INDIVIDUALS WILL NOT RESULT 
IN DEFERMENT OF SUBSTANTIAL FEDERAL REVENUE 


Under date of July 2, 1957, the Treasury Department advised the chairman 
of the House Ways and Means Committee of its opposition to the bill, because 
“* * * in view of the present budgetary situation, the large revenue losses in- 
volved in H. R. 9 or H. R. 10 could not be justified.” 

As a formula with which to predict revenue deferral, the Treasury estimates 
that actual deductions will range from 15 percent of the maximum for incomes 


of less than $3,000 to 66%, percent of the maximum for incomes of over 


$20,000. The resultant deferral of revenues is thus estimated to be about $315 
million annually. Moreover, the Treasury estimates that the provision of the 
bill which would lift the ceiling for maximum deductions for those over 50 vears 
of age would increase the current annual revenue deferment to about $430 million. 
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(a) The formula employed by the Treasury is based on an erroneous estimate 
of the utilization of the bill. 

The Treasury Department assumes degrees of current utilization of the bill 
at various income levels. Having made such assumptions, it then computes the 
tax that would be deferred thereon. Aggregating these computations, Treas- 
ury proceeds to a sum total it thereupon represents as “large revenue losses.” 

The fallacy in this method of reasoning is apparent: H. R. 9 and H. R. 10 
are savings bills. To implement the bill, one or more individuals must perform 
the act of saving. It is in direct ratio to the extent actual saving takes place 
that there will be a current postponement of revenue. 

If one estimates the probable extent of actual saving, it is not difficult to 
apply the tax formula and arrive logically and realistically at the probable 
volume of revenue that will be postponed. 

(b) In any forecast of revenue postponements, immediate and early stage 
utilization of the plan must be accurately and realistically estimated. There isa 
large body of current statistics backed by informed judgment concerning sav- 
ings habits and moneys available for savings with which to gage employment of 
the plan. 

Roger F. Murray, Ph. D., associate dean and adjunct professor of finance, 
Graduate School of Business, Columbia University, suggests a realistic way of 
estimating the probable response to H. R. 9 and H. R. 10 and, hence, its impact 
on revenue: 

“From observation of savings trends over long periods of years, we know 
that habit, resistance to change, and inertia greatly limit shifts in the flow of 
funds. The introduction of new thrift plans and the development of new in- 
stitutions have never produced immediate responses or dramatic changes in 
savings behavior. It took 100 years and wartime inflation to produce a peace- 
time growth rate of $1 billion a year in mutual savings bank deposits. The 
newer distribution of mutual funds to small investors took many years and in- 
tensive selling efforts to reach a volume of net sales in excess of $400 million. 
Despite intensive promotion, the monthly investment plan for individual acqui- 
sitions of stocks produced only a total of $52 million in its first 3 years. In 
estimating the probable response to H. R. 9 and H. R. 10 in the early years 
following enactment, therefore, any ultimate or theoretical potential partici- 
pation should be sharply discounted for: 

(1) Indifference and lethargy of savers, regardless of incentives; (2) absence 
of widespread promotional effort; (3) time required to explain the features 
of the law; (4) lack of interest in retirement plans on the part of (a) 
younger age groups, (0) older professional and self-employed individuals who 
do not expect ever to retire completely. 

“Set in the context of the growth rates of existing savings institutions, a 
rough quantitative estimate of the effects of H. R. 9 and H. R. 10 becomes 
manageable. For example, 103 million policyholders in legal reserve life com- 
panies accumulated $5.7 billion in 1956; mutual savings bank depositors in 21 
million accounts added $2.1 billion in 1956; and 14 million pension beneficiaries 
blessed with substantial corporate contributions had accumulated on their be- 
half $3.3 billion in 1955. 

“If we regard life insurance policyholders as a population somewhat com- 
parable to the self-employed farmers, grocery store owners, taxi operators, 
nurses, and lawyers, the figures suggest this meaning : 

“If an appealing savings program for all the self-employed were to spring 
instantly into being in amounts comparable to their participation in life insur- 
ance, there might be accumulated as much as $500 million in the first year. Of 
course, no such instantaneous development can be imagined on the basis of 
a realistic observance of the savings habits mentioned above. 

“How would this relate to possible changes in current tax revenues? 

“Under all the circumstances, it seems clear that during the first year, or even 
perhaps the first several years, contributions in excess of a few hundred mil- 
lion dollars cannot be anticipated. The deferment of Treasury tax revenue 
should not, therefore, reach a figure such as $100 million until widespread edu- 
cational and promotional efforts have been applied to change existing saving 
habits. By the time such activities produce broad interest in the plan, there 
will be an offset to revenue losses provided by the increasing tax liabilities of 
those participants who have passed age 65.” 
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The Honorable Roswell F. Magill,’ after studying the statement of Dean Mur- 
ray, said: 

“It seems to me from reading the information before me that it proceeds 
from appropriate premises and comes to an intelligent conclusion. On the evi- 
dence before me I would agree with Dean Murray’s conclusions.” 

Prof. James A. Close,? was asked whether he agreed with Dean Murray’s 
estimate. Here is his reply: 

“Yes, I would agree. This will be an important incentive to saving. But in 
the first year, perhaps even in the first few years, based on my knowledge of 
savings and finance and the data presented by Dr. Murray, I cannot imagine 
more than a few hundred million dollars being saved or a tax deferral as large 
as a hundred million dollars in the first year.” 

Prof. Jules I. Boben* disclosed his reaction to the Treasury’s estimates that 
current revenue deferrals under H. R. 9 and H. R. 10 will range upward of 
$400 million : 

“Due to the fact that a large percentage of the self-employed are not finan- 
cially knowledgeable, and so would not respond quickly; due to the fact that 
at this period there are large personal obligations, particularly heavy mortgages 
on homes and payments due on cars, which would limit the amount that could 
be put aside; due to the condition of tight money in which many small business 
operators are under extreme pressure to find funds needed for their business, 
and cannot provide for retirement, it would be entirely unrealistic to expect 
enough savings to occur in the first year after enactment to cause a tax de- 
ferral anything approaching $400 million.” 

(c) A voluntary savings plan initially will be put to actual use more by the 
older than the younger; the inevitable consequence will be the relatively short 
period that revenue is deferred. 

Due to the economic demands of everyday living in these times, the self- 
employed individual who has not reached peak earning power will be unable or 
unwilling to divert much income to retirement savings. In many professional 
fields, the young man, because of necessary expenditure of time on education 
and military service, does not commence remunerative activity until an average 
age of 30 or 31. For a considerable period thereafter his income does not so 
exceed the initial investments required to establish his practice, and his neces- 
sary occupational and family financial commitments, as to allow diverting ap- 
preciable amounts of money to retirement. 

H. R. 9 and H. R. 10 provision is a voluntary savings plan and its greatest 
immediate utilization will be by those individuals who, while now at peak 
earning power stage, are relatively much closer to retirement age. Thus, there 
will be only a brief period of postponement of revenue for, after all, the tax is 
only deferred; it is not canceled. Ultimately the tax is paid by the senior self: 
employed citizen. And not in every case will the span of his postponed tax 
represent a long-term revenue loss: the individual who works for himself has a 
choice of whether to curtail his earning power in old age; often he elects to 
keep working when he is able. Therefore, it may be shown that—unlike the 
typical-employee—the self-employed, with the aid of the reserve in H. R. 9 and 
H. R. 10 would encourage, will tend to pay taxes in old age on an income rela- 
tively consistent with that of earlier years. 

(d) The conclusion is that in the first year or two after H. R. 9 and H. R. 10 
are enacted the amount of postponed revenue probably will be much less than 
$100 million annually. 

An independent tax research organization‘ estimated the probable revenue 
deferral under H. R.9 and H.R.10. Its conclusion can be summarized : 

“In the first year or two after the bill is enacted, the revenue deferment will 
probably be much less than $100 million—$100 to $160 million * * * represents 
the ultimate loss after several years when taxpayers have adjusted to the 
deductibility of retirement deposits. It can also be said that a revenue loss of 
as much as $400 million’ would imply an increase of $2 billion in deductions 
of the self-employed, an amount greater than 1956 saving by all individuals 


1 Under Secretary of the Treasury, 1937—38: Assistant Secretary of the Treasury, 1933 ; 
distinguished member of the bar of the city of New York. 

2 Dr. Close is professor of finance, Syracuse University. 

% Dr. Bogen is professor of finance at the Graduate School of Business Administration, 
New York University, and a former editor of the Journal of Commerce. 

* Tax Foundation, Inc., whose report is appended. 

5 The Office of the Secretary of the Treasury, in a letter addressed to the chairman of 
the Committee on Ways and Means, gave as its lowest estimate $315 to $430 million. 





an on tt a ieee 


ih 


— 


ee 








TAX PROBLEMS OF SMALL BUSINESS 1527 


in the form of State and local government securities under the stimulus of tax 
exemptions of interest on these securities. Indeed, total savings by all indi- 
viduals in the form of private insurance and pension reserves in 1956 amounted 
to $7.7 billion.’ It is therefore hardly conceivable that self-employed persons 
alone would divert to retirement deposits as much as $2 billion, even under the 
stimulus of deductibility.” 


II. H. R. 9 AND 10, SAVINGS BILLS, WILL HAVE A SALUTARY EFFECT ON THE NATION’S 
ECONOMY 


(a) Additional funds diverted to savings will serve to counter long-term 
inflation. 

When dollars are removed temporarily from Government spending under con- 
ditions that assure simultaneous accumulations of real saving in an amount 
perhaps five times as large, the result may be a check on inflation. The report 
of the Subcommittee on Fiscal Policy of the Joint Economic Committee’ holds 
that the basic problem underlying the present inflationary trend is an inade- 
quate level of real savings out of current income. The report states that until 
higher levels of voluntary real savings are achieved, we must rely on general 
fiscal and monetary restraints to curb infiation. 

In September, President Eisenhower called for more savings. William Me: 
Chesney Martin, Chairman of the Federal Reserve Board, has frequently said 
that a shortage of savings by individuals lay at the heart of inflation. Mr. 
Martin has said that if Americans would spend less and save more, they would 
help stem rising prices. 

Edmund H. Woolrych, a consulting economist and capital markets analyst,’ 
argues that H. R. 9 and H. R. 10, from an economic point of view, should be 
enacted now even if they have the effect of lessening Federal revenues: 

“New forms of savings build up slowly and need to be started immediately 
if we are to meet the demands of the ensuing 10 years. Even a small increase 
is important. For example, an additional $1 billion in the 1956-57 capital 
markets, pressed as they were by lessening general liquidity, would have had a 
pronounced effect on the long-term-interest rates. 

“Even a smaller increase in new savings, such as $200 million to $500 million— 
an amount that might be stimulated within several years following enactment 
of H. R. 9 and H. R. 10—would tend to have a beneficial effect not only on the 
rates on this new amount but on funds borrowed everywhere. 

“This bill is desirable therefore quite apart from its purpose in mitigating 
an existing tax inequity because it would induce capital accumulation in an 
era when new capital is greatly needed. The self-employed comprise a valuable 
potential reservoir of new savings—a reservoir that cannot be fully utilized 
until the limitations of the present tax structure are altered. 

“It was formerly believed that an increase in the interest rate would eall 
forth savings enough to meet the demand for capital. This is no longer cor- 
rect, if indeed it ever was, now that savings have become institutionalized and 
depend heavily upon contractual agreements such as insurance and retirement 
Systems. 

“To achieve voluntary savings is becoming more and more difficult. We must 
create new institutions or create new forms through which funds can flow into 
the capital markets if we are to satisfy the free world’s ever-expanding 
demands. 

“In this connection, the Canadians and the British are ahead of us in en- 
couraging new forms of saving by removal of tax inequities against the self- 
employed.” 

(b) The Federal Government will realize revenue from corporate investment 
of the additional funds diverted to institutionalized savings. 

New funds diverted by the self-employed to savings as a result of H. R. 9 
and H. R. 10 will for the most part be invested with banks, insurance com- 
panies, and other corporate commercial savings institutions. They in turn 
will employ these funds in profitmaking investments.’ Any realized profit will 
be taxed by the Federal Government at corporate rate of 52 percent. 


® SEC data. 
7H. Rept. 647. 

Formerly with Bankers Trust Co.: now associated with Woolrych & Currier, San Diego. 
® To some extent, this would stimulate jobs and the output of goods. 
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Thus, while some Federal revenue from taxation of individual income at the 
lower rate is deferred, the Treasury will realize some new revenue at the 
higher corporate rates. To the extent this is true there will be an offset to 
any current revenue loss. 


III EXISTING LEGISLATION DISCRIMINATES AGAINST THE SELF-EMPLOYED BECAUSE IT 
DOES NOT PERMIT EXTENSION OF THE PRINCIPLE OF SUPPLEMENTAL PRIVATE 
RETIREMENT SAVINGS 


The purpose of H. R. 9 and 10 is to encourage the establishment of voluntary 
pension plans by self-employed individuals. This would be accomplished by 
affording such individuals a tax deferment on a limited portion of their income 
set aside for their retirement. Under existing law such tax deferment is taken 
by employed persons whose employers have established so-called employee pension 
plans meeting certain statutory requirements. However, since self-employed 
individuals cannot be their own employees, they cannot qualify under existing 
legislation. 

It will be recalled that the Social Security Act, which sets up a compulsory 
system of old-age pensions, originally applied exclusively to employed persons. 
Later it was extended to most self-employed persons. H. R. 9 and 10 would 
similarly extend the principle of the supplemental private retirement savings 
plan to the self-employed. 

(a) The employer-employee relationship derives substantial tax advantage 
under the law over the self-employed, in three principal areas: pension plans, 
stock options, and accident and health benefits. 

Pension plans, stock options, and accident and health constitute three major 
fringe areas of compensation to the employee on which income tax is exempted 
or deferred. The compensation therein consists of contributions made by the 
employer to whom they are tax-deductible. 

Thus utilized, the tax laws enable the employer to share the tax advantage 
thus gained with his employees, his shareholders, and in the market place. A 
professional partnership, the farmer, or the unincorporated business is not thus 
favored. 

By 1956, pension and profit-sharing plans were covering an estimate 14 million 
employees, enabling them to defer the payment of tax on a portion of their 
compensation to lower or nontaxable brackets following retirement. Further, 
various fringe benefits escaped tax entirely. 

The annual contributions to retirement programs, both private and public, 
added up to more than $13 billion in 1956. That sum represented the combined 
payments by employers and employees into funds to provide the benefits under 
the various plans. It was equivalent to about 4 cents out of every dollar of total 
personal income before taxes last year—or approximately $200 for everybody 
employed in the civilian working populations. 

Some idea of the magnitude of the tax shelter erected for the employer- 
employee relationship follows: 


Private and public pension and retirement programs in 1956 


[In billions of dollars] 





Type of plan Employer | Employee Total 
I rk 0 Saar ead 3 ue 2 oe 2a sk. Licecawoue Sled $2.0 $0. 2 $2.2 
nit aucnniawis Se ediitebeitad 2s aceieutainiiieaintnioat ; ae 1.2 = 1.5 
ee nde occneanwaebaunaen Shee 3.1 3.1 6.2 
Federal civilian. pokes SN Paekttatinckemee st bie ode nbtwe i 4 .6 1.0 
I i Bete oa cb ee snbeein 4 viscid ! 2 .6 
ee oath han tenndcenncndpeicbeensstemenasénnscian 1.0 8 £3 


cet ho he sl Dat tls 8.0 5.3 | 13.3 


Source: Institute of Life Insurance. 


According to the National Industrial Conference Board, payments for wel- 
fare benefits by private industry increased from 1 percent of the wage and 
salary bill in 1929 to more than 6 percent in 1956. The contribution by industry 
advanced from less than half a billion dollars to nearly 12 billion. 

Of the $11,730 billion paid for employee benefits in 1956, the largest amount, 
$5,709 billion was for pension and welfare funds, $3,186 billion was paid for 
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old-age and survivors insurance, $1,852 billion for unemployment insurance and 
$983 million for compensation for injuries. 

There is the capital-gains shelter. In 1950 came provisions (which were 
subsequently liberalized) enabling employees to realize capital gains via the 
stock option. The old tax code provided for capital-gains treatment of lump- 
sum distributions from pension and profit-sharing trusts deriving from the 
employee’s separation from service. The Revenue Act of 1951 excluded from 
any tax at the point of distribution of the lump sum that portion thereof that 
represented net unrealized appreciation in securities of the employer corpora- 
tion. The 1954 Code extended capital-gains treatment of lump-sum distributions 
made as a result of the death of the employee after separation from service 
and to lump-sum distributions under plans funded through annuity contracts 
without a trust. 

There is the estate-tax shelter. When a beneficiary other than the executor 
receives an annuity or other payment deriving from employer contributions and 
distributed under a trusteed or nontrusteed qualified pension, stock bonus, or 
profit-sharing plan, no estate tax is payable thereon. 

Thus, while the self-employed pays income tax at top surtax rates on all 
income, coupled with full exposure to the estate tax, his employed neighbor 
can look forward to the receipt of pension plan income at low tax rates upon 
retirement, and with no estate tax on the amounts deriving from employer 
contributions still payable to his beneficiaries following his death. And there 
is nothing to prevent a valuable stock option coexisting with a growing interest 
in an employer-financed pension plan. 

Nor need retirement any longer constitute a day of reckoning for the em- 
ployee whose tax on his employer’s contributions to the pension fund was 
theoretically deferred to the retirement period. If, for example, at the age of 65 
he no longer has earned income, and his total income (including social security 
receipts) is $3,300 per annum, the double personal exemption coupled with the 
standard deduction and the new retirement income credit results in no tax 
payable. When the wife attains age 65 the retirement income can reach $4,000 
per annum, without any tax being payable. 

The last substantial one-sided advantage accruing to the employed is the 
employer accident and health plans. If an employer either voluntarily (or, as 
is more usually the case in recent years, as a result of collective bargaining) 
establishes an accident and health plan, the employee may be reimbursed for 
all his medical expenses and those of his spouse and dependents—and this 
compensation is not taxed. The same is true for amounts received for bodily 
injury to the taxpayer, his spouse, or a dependent. In addition, if under the 
plan the employee receives compensation during his absence from work on ac- 
count of personal injuries or sickness, such receipts are excludable from gross 
income up to $100 a week. If in order to fund this plan the employer makes 
payments to an insurance company or otherwise, such payments do not constitute 
taxable income to the covered employee. 


IV. ENCOURAGEMENT OF INDIVIDUAL ENTERPRISE VITAL TO THE NATION’S PRESENT 
WELFARE AND FUTURE SECURITY WILL DIRECTLY RESULT FROM THE ENACTMENT 
OF THIS LEGISLATION 


The self-employed are in the last analysis small business people. Business 
failures approximated 7,600 in 1952. It has been estimated that such failures 
Will approximate 14,000 for 1957. Although these amazing figures certainly 
do not comprise solely unincorporated self-employed businesses, the unin- 
corporated business is generally a small organization and the characteristic of 
any small business is its relative inability to withstand financial stress. 

The self-employed have practically no opportunity whatever to establish any 
reserves recognized by the office of Internal Revenue, even if there is a surplus 
to put into a reserve. Yet the history of earnings of the self-employed indi- 
cates conclusively that they are particularly vulnerable to the ups and downs 
of business and to the oppressive effects of rising interest rates and shrinking 
capital markets. 

The self-employed must continuously regenerate his income. For the most 
part, those who work for corporations or for the Government can count on 
some compensation every payday. In a corporation the employee no longer 
dreads incapacitation because of illness or work stoppage. The sole proprietor, 
on the contrary, when unable to work is unable to generate income. And this 
occurs both during times of illness and in the declining years. 
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In the typical self-operated business, as compared with salaried employees, 
the hazard is multiplied many times by the fixity of costs and expenses. The 
worst that can happen to an employee is that he can be let out with no termina- 
tion pay and no continuing compensation whatever. The sole proprietor can- 
not get off so easily. He has his fixed expenses which must continue. If there 
are no others, there is the rent. The dentist or the barber cannot close the 
office if business declines or if he is unable to work at full efficiency ; his liveli- 
hood consists of performing his services. The farmer is in an even worse 
position with help to employ, taxes to pay and the mortgage to meet. 

Motivated alike by his need for self-reliance and his sense of isolation from 
the benevolent tax shelter erected for others against old age and disability, the 
self-employed has been a bastion of the fine old art of thrift. He tries to save. 
In 1950, among urban families, the self-employed were far more thrifty than 
all the others.” In 3 of the 4 income groups analyzed," the savings of the self- 
employed were significantly higher than those of all others. (The self-employed 
in the income class under $4,000 probably included victims of business failure 
which accounts in a large part both for the low income and the considerable 
amount of dis-savings. 

In an article appearing in Business Week for June 16, 1956, it was demon- 
strated that although the self-employed were receiving only 16.5 percent of the 
aggregate income they were responsible for 55.1 percent of the aggregate savings 
among urban families. It is well known that farmers, most of whom are self- 
employed, also are frugal citizens. 

It is vital to America to encourage self-reliance, individual enterprise and 
thrift. In the early days of this country, it was men with these qualities who 
made the Nation great, who drafted the Constitution, who conquered the wilder- 
ness and won the West. If we still want to develop this breed, the Government 
must see to it that each citizen has a fair opportunity to succeed in a career 
in which he can most fully express his talent. His choice should not be re- 
stricted, for example, by tax inequities or economic hazards resulting from 
discriminatory legislation which favors one group over others. 

The stimulating drive which, for example, serves to keep the Nation’s highly 
capable self-employed scientists, engineers and technological specialists mobile 
and adaptable is the constant need to solve diverse problems in a variety of 
ways or methods. Such technological versatility is essential to America today. 
Yet, unless specialists such as these are willing to go on a corporate or govern- 
ment payroll, they must subtract from purely creative endeavor a substantial 
amount of time and energy to obtain some equivalent of that personal security 
which is the statutory right of even the shipping room clerk in a corporation. 

This is true for all self-employed professional individuals: they must assume 
many of the risks of business while at the mercy of heavy progressive income 
taxes which leave no means for establishing reserves adequate to average out 
the bad years, the catastrophic periods—whether attributable to economics, 
illness or old age. 

In general it can be said that the Government over the past two decades has 
evidenced little practical solicitude for individual enterprise. 

One effect is that many younger professional trainees today prefer the bland- 
ishments of the hiring officer, or the protection of civil service, rather than 
striking out for themselves. Pension plans and fringe benefits seem more 
attractive than the risks of career enterprise. 


V. CONCLUSION 


(1) A discrimination in the tax law cannot morally be perpetuated indefinitely 
when a just and economically defensible revision of the law is available. H.R. 
9 and H. R. 10 would revise the tax code to accomplish a long overdue adjust- 
ment of this inequity. 

(2) Since the Government recently indicated its readiness to foster education 
and opportunity for those of its citizens who are not merely seeking jobs and 
job security but rather opportunities involving heavy moral and intellectual 
responsibilities, let it adjust its tax system in such a way as to reaffirm its faith 
in individual enterprise, self-reliance, and thrift. 





1%” For further development of this subject, see Raymond W. Goldsmith, Study of Savings 
in the United States, vol. 3, Princeton University Press, 1955. 

11 For further information see Irwin Friend, Consumers Expenditures Study, released in 
1956 under the auspices of Wharton School of Finance and Commerce in cooperation with 
the Bureau of Labor Statistics. 
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(3) Advocacy of H. R. 9 and H. R. 10 in effect is asking endorsement of a 
limited but essential program of retirement saving through incentives applied 
to one broad classless area of the economy to which in equity it should be 
applied. The current and long-term benefits of saving, coupled with the positive 
values of an incentive to self-reliance, vastly exceed the temporary and slight 
effect on Government revenue that postponement of a modest amount of current 
taxes will impose. 

OFFICERS OF AMERICAN THRIFT ASSEMBLY FOR 
TEN MILLION SELF-EMPLOYED, 

F. JosepH DONOHUE, Chairman. 

JOHN C. WILLIAMSON, Vice Chairman. 

Morris B. Hariron, Treasurer. 

Lucius 8. Smiru III, Secretary. 

RALPH E. Becker, Legal Counsel. 


STATEMENT OF THE TAX FOUNDATION, INC., ON REVENUE DEFERRAL FROM ALLOWING 
DEDUCTIONS FOR TAX PURPOSES OF AMOUNTS PAID BY SELF-EMPLOYED FOR RETIRE- 
MENT FUNDS OR AS RETIREMENT Deposits UNpDER H. R. 10, SELF-EMPLOYED 
INDIVIDUALS’ RETIREMENT ACT OF 1957 


With minor qualifications, this bill defines a self-employed individual as any 
individual who is subject to the self-employment tax. In 1955, total earnings 
of self-employed subject to the self-employed tax was $27.5 billion (Social 
Security Bulletin, Annual Statistical Supplement 1955, p. 7). 

The bill defines a “retirement deposit” as a payment in money to a restricted 
retirement fund (trust or custodian account established under a retirement 
plan for self-employed individuals) or to a life-insurance company as premiums 
under a restricted retirement policy. A restricted retirement policy “means an 
annuity, endowment, or life insurance contract, or combination thereof, other 
than a term insurance contract, issued by a life-insurance company on the life 
of * * * a self-employed individual * * * [subject to certain specified limita- 
tions].” The bill provides that “* * * if the policy provides for life-insurance 
protection, that portion of such premiums which (under regulations prescribed 
by the Secretary or his delegate) is properly allocable to the cost of such life- 
insurance protection shall not be deductible * * *.” 

To estimate the revenue effect of this bill requires, first, determining the 
amounts that might be deductible under existing conditions and, second, deter- 
mining any increase in payments to retirement plans as a result of the stimulus 
of deductibility. Such deductibility might be regarded as equivalent to a higher 
interest rate on this particular form of savings. 

First, as to amounts that currently might become available for deductibility 
disregarding the stimulus of deductibility to this kind of savings. In 1955, life 
insurance and annuity premiums amounted to 3.8 percent of disposable personal 
income. Payments for annuities, both group and individual, amounted to only 
$1.3 billion out of total life and annuity premiums of $10 billion. (1956 Life 
Insurance Fact Book, p. 50.) Of course, part of the premiums for life insurance 
would also be eligible for deductibility as retirement deposits. But even if as 
much as half of life insurance premiums might become eligible, total deductible 
payments could hardly exceed 2 percent of disposable personal income. 

The stimulus provided by a higher effective rate of interest on such savings 
would produce some increase in this form of savings. However, past evidence 
suggests the conclusion that a shifting in the form of savings on this account, and 
an increase in total savings, would be relatively small. Thus higher rates of 
interest in recent years seem to have had relatively little effect on the rate of 
aggregate personal savings. It has been shown by Butters, Thompson and Bol- 
linger in Effects of Taxation on Investments by Individuals (Harvard Graduate 
School of Business Administration 1953) that exemption of interest on State and 
local government securities has had a relatively small effect on holdings of these 
securities even by individuals at high income levels. 

It may be concluded that on the average the self-employed would put no more 
than 2 or 3 percent of their incomes into deductible retirement deposits. With 


a total income of $27.5 billion this would mean, at a maximum, added deductions 
of $500 to $800 million. 

The average tax rate on taxable income (after deductions and exemptions) in 
1955 was 23.5 percent (percentage of total tax to taxable income, Fiscal Facts for 
1957, p. 22). This average somewhat understates an average rate applicable to 
changes in income. But it is notable that nearly 80 percent of all Federal in- 
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come taxpayers are subject only to the first bracket rate. A marginal rate on 
adjusted gross income would be about 90 percent of a marginal rate on taxable 
income (exemptions do not affect changes in income and tax). Asa result, we 
can use 20 percent as an average rate applicable to changes in adjusted gross 
income. At this rate, a change of $500 to $800 million in allowable deductions 
would mean a revenue deferment of from $100 to $160 million. 

This represents the ultimate loss after several years when taxpayers have ad- 
justed to the deductibility of retirement deposits. In the first year or two after 
the bill is enacted, the revenue deferment will probably be much less than $100 
million. 

On the basis of the above rate, it can also be said that a revenue loss of as 
much as $400 million would imply an increase of $2 billion in deductions of the 
self-employed, an amount greater than 1956 saving by all individuals in the form 
of State and local government securities under the stimulus of tax exemption of 
interest on these securities. Indeed, total saving by all individuals in the form 
of private insurance and pension reserves in 1956 amounted to $7.7 billion (SEC 
date. It is therefore hardly conceivable that self-employed persons alone would 
divert to retirement deposits as much as $2 billion even under the stimulus of 
deductibility. 


APPENDIX III 
STATEMENT OF JAMES J. WizeErR, OWNER-OPERATOR, OSWEGO Foop CENTER 


Osweco, OrEG., November 26, 1957. 
Senator WAYNE MORSE, 
Senate Office Building, 
Washington 25, D. C. 
(Attention William Berg, Jr.) 

DEAR Sirk: While this letter may appear to be a statement of a personal prob- 
lem outside the scope of legislative relief, I believe it serves to illustrate the 
increasingly difficult obstacles faced by the small-business man of today. 

I have owned and operated a retail grocery for the past 28 years, the last 9 
years of which were in my present location in an expanding suburb of Portland. 
The store has outgrown its floor space and parking space. To retain a com- 
petitive position with the large shopping centers being built in the area, I have, 
at considerable expense, acquired land and have had plans drawn for a shopping 
center in the heart of our city. We must now obtain mortgage money to carry 
out the construction. 

Local representatives of insurance companies and other lenders view the plans 
with great enthusiasm and assure me that they can obtain the necessary funds. 
Upon review of the loan application by higher authorities, the loan is refused, 
or is offered at a prohibitive rate of interest. The principal objection cited is 
the lack of commitments for floor space by chain store operators, who would not 
be affected by a death or disability as in the case of an individual owner. 

It must be understood that individual retailers can and do compete pricewise 
with the chains. We can buy at competitive prices through our centralized 
purchasing associations, and can and do sell at prices Comparable to the in- 
dividual chain outlets. Further, our customers indicate that so long as facilities 
and convenience are comparable, they prefer trading with local retailers, where 
a greater variety of merchandise is offered. We cannot offer the convenience 
of multiple-store centers and off-street parking, however, without the avail- 
ability of mortgage loans at reasonable interest rates. 

A 10-year loan at 6 percent, as offered by the Small Business Administration, 
is not the answer. Besides, the record shows that our two principal banks in this 
State have shown very little interest in placing loans of this type. 

The small independent merchant has been considered the backbone of our 
business economy. With present tax rates he cannot accumulate sufficient re- 
serves to provide larger and more modern facilities. He needs help—and I appeal 
to you for serious consideration of this very urgent problem. 

Very truly yours, 
JAMES J. WIZER. 
x 








